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PROBLEMS  FACING  MINORITY  AND  WOMEN- 
OWNED  SMALL  BUSINESSES  IN  PROCURING 
U.S.  GOVERNMENT  CONTRACTS 


MONDAY,  JULY  12,  1993 

House  of  Representatives, 
Commerce,  Consumer,  and 
Monetary  Affairs  Subcommittee 
OF  THE  Committee  on  Government  Operations, 

Chicago,  IL. 

The  subcommittee  met,  pursuant  to  notice,  at  8:12  a.m.,  in  the 
Ceremonial  Courtroom,  Dirksen  Federal  Building,  219  South  Dear- 
bom  Avenue,  Chicago,  IL,  Hon.  John  M.  Spratt,  Jr.  (chairman  of 
the  subcommittee)  presiding. 

Present:  Representatives  John  M.  Spratt,  Jr.  and  Bobby  L.  Rush. 

Also  present:  Thomas  S.  Kahn,  chief  counsel;  Stephen  R. 
McSpadden,  senior  counsel;  and  Marc  M.  Rose,  minority  profes- 
sional staff.  Committee  on  Government  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  SPRATT 

Mr.  Spratt.  Good  morning.  It  is  good  to  be  in  Chicago. 

Today,  the  Commerce,  Consumer,  and  Monetary  ^fairs  Sub- 
committee of  the  Grovemment  Operations  Committee  is  pleased  to 
be  in  Chicago  to  examine,  first,  the  problems  that  face  small  busi- 
nesses, small  businesses  owned  by  racial  minorities,  and  small 
businesses  owned  by  women,  and,  second,  the  adequacy  of  an  array 
of  Federal  programs  that  are  supposed  to  deal  witii  the  problems 
that  they  confi^Dnt  trying  to  get  estabhshed  and  to  do  business. 

When  our  subcommittee  sat  down  to  map  out  its  agenda  just  a 
few  months  ago  in  March,  each  member  of  the  subcommittee  pre- 
sented things  that  he  wouJd  like  to  have  the  subcommittee  pursue 
in  the  course  of  the  next  year.  Congressman  Bobby  Rush,  who  is 
the  ranking  Democrat  on  this  subcommittee  and  an  active  member 
of  our  subcommittee — ^he  comes  to  all  our  meetings,  takes  a  strong 
part  in  our  work — told  us  this  was  the  one  thing  at  the  top  of  his 
list,  the  one  thing  that  he  would  hke  to  see  the  subcommittee  pur- 
sue. Other  members  of  the  subcommittee  had  ideas  like  this,  but 
none  of  them  followed  through  on  his  or  her  idea  like  Bobby  Rush 
and  his  staff.  They  have  done  a  superb  job  in  helping  us  put  to- 
gether what  I  think  will  be  an  excellent  hearing  today,  with  four 
different  panels  of  fine  witnesses,  each  with  a  different  ancle  on 
the  problem.  And  I  think  we  will  compile  a  good  record  today  to 
take  back  to  Washington  and  to  consider  in  m^ing  recommenda- 
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tions,  which  we  perhaps  may  build  on  with  more  field  hearings 
elsewhere. 

But  I  cannot  think  of  a  better  place  to  do  a  field  hearing,  to  get 
out  of  Washington  and  see  how  these  programs  really  woX.  That 
is  the  purpose  of  our  committee,  to  see  wheUier  programs  Uke  8(a) 
are  working  as  we  intended  them.  We  see  how  Uie  Government  is 
executing  the  programs  that  we  in  Congress  enact.  Given  his  role 
in  conceiving  this  hearing  and  helping  us  put  it  together,  I  think 
it  is  appropriate  that  we  turn  first  to  Con^essman  Bobby  Rush 
and  let  nim  open  it  with  a  statement  as  to  its  purpose,  focus,  and 
mission  today. 

ConCTessman  Rush. 

Mr.  Rush.  Thank  you,  Mr.  Chairman.  Chairman  Spratt,  I  must 
tell  you  how  delighted  and  appreciative  we  are  for  your  taking  the 
time  out  fi*om  your  obviously  busy  schedule  to  come  here  to  Chi- 
cago to  hsten  to  the  concerns  of  minority  and  women-owned  busi- 
nesses and  business  owners.  This  hearing  is  absolutely  essential 
because  over  the  course  of  the  many  years  that  I  have  been  in- 
volved in  local  government  here,  I  have  alwavs  reacted  very  strong- 
Iv  to  the  lack  of  opportunities  and  the  lack  of  canying  out  the  man- 
date and  the  spirit  of  various  laws;  State  laws,  local  laws,  and  Fed- 
eral laws.  I  must  say  that  it  is  imperative  that  the  needs  of  small 
businesses,  especially  minority  and  women-owned  small  businesses, 
be  addressed. 

Small  businesses  are  an  integral  part  of  the  country's  economy. 
Our  economy  will  not  grow  and  prosper  without  successfiil  small 
businesses.  This  Nation  was  built  on  the  back  of  small  businesses 
and  will  continue  to  depend  on  them  to  maintain  economic  stabil- 
ity. 

This  hearing  is  being  held  to  conduct  a  case  study  of  the  plight 
of  minority  and  women-owned  small  businesses.  I  am  honorea  that 
you  have  come  to  Chicago  as  the  site  of  this  case  study. 

The  subject  matter  of  today's  hearing  is  one  that  greatly  concerns 
me  and  my  constituency,  the  city,  and  the  Nation  at  large.  I  am 
appalled  at  the  failure  of  the  Federal  Government  to  adequately 
address  the  problems  faced  by  minority  and  women-owned  busi- 
nesses. The  Federal  Giovemment's  current  programs  designed  to 
help  these  businesses  are,  in  my  opinion,  inadequate,  ineffective, 
and  in  some  cases  have  yet  to  be  implemented. 

Chairman  Spratt,  I  look  forward  to  receiving  testimony  on  inno- 
vative and  new  approaches  for  helping  these  small  businesses  and 
businesses  like  them  to  take  advantage  of  current  Federal  technical 
assistance,  set-asides,  financing,  and  other  programs. 

Again,  I  want  to  let  you  know  that  I  have  a  deep-seated  appre- 
ciation for  the  fact  that  you  would  take  the  time  out  fi'om  your 
busy  schedule  to  come  here  to  conduct  this  hearing  today.  It  is  no 
small  measure  of  your  concern  for  the  economic  vitality  of  the  Na- 
tion, that  you  have  come  here  today,  and  I  look  forward  to  working 
with  you  on  this  issue  and  other  issues  as  they  come  before  our 
committee  and  then  come  before  the  House  of  Representatives. 

Mr.  Spratt.  Themk  you  very  much,  Congressman  Rush. 

Let  me  just  set  the  ft-amework  for  what  we  are  seeking  to  estab- 
lish in  the  record  today.  I  do  not  need  to  say  it  to  this  audience, 
you  all  know  it.  I  can  look  out  and  see  that  there  is  a  lot  of  experi- 


3 

ence  represented  here.  When  the  economy  turns  in  general,  it  turns 
first  on  small  businesses,  who  tend  to  suffer  the  most  from  reces- 
sions and  they  tend  to  be  the  last  to  recover,  especially  in  feeble 
recoveries  like  we  have  got  right  now. 

And  yet  the  small  business  community  is  essential,  it  is  abso- 
lutely the  backbone  of  our  economy,  and  it  is  where  jobs  are  being 
created.  Large  firms  are  shedding  jobs,  sloughing  off  people.  It  is 
the  small  business  firms  which  we  have  got  to  look  to  if  we  are 
going  to  have  a  resilient  economy. 

Today,  we  will  look  at  testimony  and  written  statements  from  a 
diverse  group  of  people.  The  first  objective  of  this  hearing  is  to  shed 
light  on  the  problems  and  concerns,  as  I  said,  of  minority  business 
owners  and  women  business  owners.  And  second,  we  want  to  look 
at  the  adequacy  of  efforts  by  Federal  agencies  to  set-aside  or  other- 
wise award  contracts  to  such  businesses  and  the  effectiveness,  in 
particular,  of  the  Small  Business  Administration's  Surety  Bonding 
Program.  This  was  one  of  the  first  things  that  Congressman  Rush 
brought  to  our  attention  and  asked  us  to  pursue,  tne  difficulty  of 
obtaining  surety  bonds,  which  sometimes  is  the  biggest  barrier, 
particularly  for  small  business  construction  firms. 

We  also  want  to  explore  the  constructive  solutions.  For  example, 
with  respect  to  surety  bonds,  what  are  the  problems,  what  are  the 
solutions;  can  such  bonds  be  waived  in  certain  circumstances,  or 
can  the  premiums  be  mitigated  by  the  Small  Business  Administra- 
tion. We  want  to  look  at  solutions  and  not  just  the  problems. 

This  hearing  will  focus  first  on  obstacles  in  obtaining  competi- 
tively bid  U.S.  contracts  and  ways  to  overcome  them;  and  second, 
on  problems  in  the  SBA's  Section  8(a)  contract  set-aside  program, 
including  technical  and  business  development  assistance.  V/e  have 
the  following  questions:  How  adequate  is  it?  How  well  does  SBA 
market  8(a)  contractors  with  Federal  agencies?  How  well  does  SBA 
intermediate  conflicts,  arbitrate  contractual  disputes  between  small 
businesses  and  Federal  agencies  when  they  occur?  How  adequate 
is  the  staff  of  the  SBA  when  it  comes  to  processing  applications  for 
8(a)  eligibility,  when  it  comes  to  acting  as  the  downfield  blocker,  in 
other  words,  the  interference  runner  for  small  businesses  who  have 
problems?  How  good  are  they  at  going  out,  identifying,  and  match- 
ing opportunities  in  the  Federal  Government  with  abihties  on  the 
part  of  small  business  firms. 

We  want  to  find  out  just  how  successful  other  Federal  agencies 
have  been  also  in  carrying  out  their  responsibility,  which  we  have 
imposed  upon  them  by  law,  to  actively  develop  opportunities  within 
their  whole  portfolio  of  business  for  small  businesses. 

SBA  has  the  primary  mission  here.  SBA  is  the  mediator.  SBA  is 
supposed  to  bring  the  parties  together.  But  that  does  not  mean  it 
is  SBA's  work  alone.  The  VA,  HUD,  GSA,  and  all  the  array  of  other 
Federal  agencies  and  departments  also  have  a  responsibility.  And 
one  of  the  questions  before  us  today  is  how  seriously  do  they  take 
that  responsibility.  Because  the  SBA,  as  we  will  find,  is 
understaffed  and  undermanned,  it  is  probably  also  underskilled. 
They  cannot  do  it  by  themselves.  If  there  is  any  lesson  we  have 
learned  in  past  hearings,  certainly  that  is  one  of  them. 

So  what  can  we  do  to  repair  the  problems?  We  know  that  this 
program  is  not  working  ideally — everybody  knows  that.  We  did  not 


come  here  under  any  illusion  that  this  was  some  grandiose  thing 
that  was  working  grandly.  We  would  not  be  here  otherwise.  What 
can  we  do  to  make  it  work  better? 

And  it  is  all  the  more  important  today  to  consider  other  solutions 
because  we  know  the  Federal  Government's  resources  are  limited. 
We  have  a  hu^e  deficit,  but  we  also  know  that  the  needs  of  small 
business  America  and  particularly  the  needs  of  minority -owned  and 
women-owned  firms  are  greater  than  ever.  So  somehow  or  other  we 
have  to  come  up  with  new,  novel,  constructive,  creative  solutions, 
and  that  is  what  this  hearing  is  about  today. 

We  were  delajdng  starting  just  a  bit  so  that  all  the  members  of 
the  first  panel  could  arrive.  And  as  I  call  your  name,  if  you  will 
come  forward.  I  think  we  have  one  substitution  to  start  with.  Glen 
Harston,  president  of  Black  Contractors  United,  was  to  be  on  the 

Kanel  but  he  is  substituted  for  I  understand  by  Jerome  Peters.  Is 
Ir.  Peters  here. 

Ms.  Ratner.  He  just  left  the  room,  he  should  be  back  in  a 
minute. 

Mr.  Spratt.  He  is  here?  ITiat  is  fine.  When  he  comes,  if  you  will 
just  direct  him  up  to  the  panel  table  then. 

Theresa  Kern,  who  is  the  president  of  Women  Construction  Own- 
ers &  Executives,  USA,  the  llUnois  Chapter. 

Ms.  Ratner.  I  do  not  believe  she  is  here. 

Mr.  Spratt.  Not  here?  OK.  Ray  Mota,  president  of  Hispanic 
American  Construction  Industry. 

Ms.  Ratner.  Not  here. 

Mr.  Spratt.  Not  here  yet.  Thank  you.  Well,  we  may  skip  the  first 
panel  and  come  back  to  it.  [Laughter.] 

Sam  Chung,  president  of  the  Association  of  Asian  American  Con- 
struction Enterprises. 

Ms.  Ratner.  Sam  is  not  here. 

Mr.  Spratt.  OK. 

Ms.  Ratner.  Sorry. 

[Subcommittee  note. — ^The  subcommittee  staff  determined  after 
the  hearing  that  each  of  these  four  witnesses  on  the  first  panel  had 
not  received  a  letter  of  invitation  from  Chairman  Spratt.  Although 
the  subcommittee  had  sent  out  those  four  letters  si^ed  by  the 
chairman  on  June  18,  1993,  they  were  apparently  and  inexpHcably 
lost  in  the  mail.  And  so  each  of  those  witnesses  did  not  appear  for 
that  reason.  They  were  offered  an  opportunity  to  submit  a  state- 
ment for  the  record.  Ms.  Ke.-n  had  previously  submitted  the  follow- 
ing statement  prior  to  the  hearing:] 
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Women  Construction  Owners  and  Executives,  USA,  Illinois  Chapter 
(UCOE)  is  part  of  a  national  association  representing  women  construction 
owners  in  our  Industry.   It  was  formed  to  create  a  network  promoting 
opportunities  and  business  for  member-owned  firms.   Our  specialized 
agenda  is  not  met  by  any  other  construction  association  or  women 
management  association;  and  our  members  are  dynamic  women,  personally 
committed  to  the  growth  of  women  in  the  construction  industry. 

WCOE  was  created  to: 

Promote  the  role  of  women  business  enterprises  in 
the  construction  industry; 

Provide  opportunities  and  business  contacts  for 
membe  r-owned  f  i  rms ; 

Create  a  legislative  network  to  monitor  and  pursue 
legislation  advantageous  to  the  business  community 
and  the  construction  industry. 

WOMEN'S  BUSINESS  PROCUREMENT  ASSISTANCE  ACT  OF  1993 

WCOE  members  unanimously  support  the  "Women's  Business 
Procurement  Assistance  Act  of  1993",  (Kaptur).   This  bill  would 
permanently  establish  the  Office  of  Women  Business  Ownership  within 
the  Small  Business  Administration;  mandate  that  all  federal  agencies 
identify  and  establish  procurement  goals  for  women  business  enter- 
prises; and  require  each  federal  agency  to  hire  a  specialist  to 
assist  women-owned  businesses  in  obtaining  procurement  opportunities. 

EQUAL  SURETY  BOND  OPPORTUNITY  ACT 

WCOE  has  found  that  one  of  the  greatest  barriers  women-owned 
contractors  face  in  their  business  expansion  is  their  ability  to 
obtain  surety  bonds.   WCOE,  with  the  unanimous  support  of  its 
tnembership,  urges  the  enactment  of  the  "Equal  Surety  Bond  Opportunity 
Act",  H.R.  ]k()h    (Holmes).   Senator  Simon  will  be  introducing 
companion  legislation  soon. 


6723  SOUTH  PULASKI  ROAD  •  CHICAGO,  ILLINOIS  60629 
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UNIFORM  DEFINITION  OF  WBE 
\ 
WCOE  supports  a  single  WBE  definition  for  all  purposes. 
We  oppose  any  legislation  or  regulation  which  creates  a  double 
standard  in  defining  women  as  compared  to  minority  business 
enterprises. 

UNIF0IU1  CERTIFICATION 

We  unanimously  support  the  integrity  of  a  certification 
process  which  promotes  legitimate  WBE's.   Our  primary  concern  is 
to  establish  uniform  certification  standards  with  reciprocity 
among  agencies  within  the  established  federal  regions  so  that 
any  entity  receiving  federal  funds  would  be  required  to  accept 
the  certification.   Only  updated  material  would  be  required  for 
recert i f icat ion.  WCOE  supports  a  strong  certification  program 
with  all  government  entities.  We  oppose  any  type  of  self- 
certification  program  such  as  has  been  used  under  the  Small 
Business  Competitiveness  Demonstration  Program. 


EQUAL  CREDIT  AND  FINANCE  OPPORTUNITY 

Inequities  still  exist  in  the  securing  of  credit  and  finance 
opportunities  for  women.  WCOE  advocates  stronger  enforcement  of 
equal  credit  opportunity  and  financial  assistance  to  all  women- 
owned  businesses. 

NATIONAL  WOMEN'S  BUSINESS  COUNCIL 

WCOE  strongly  supports  continued  funding  for  the  National 
Women's  Business  Council  having  found  its  studies,  efforts  and 
advocacy  on  behalf  of  women  business  enterprises  to  have  a  positive 
impact  on  identifying  the  needs  of  women-owned  businesses.   Con- 
tinued funding  will  allow  the  council  to  expedite  and  conclude 
programs  and  projects  now  in  progress. 


Regarding  WCOE's  assessment  of  current  federal  programs  directed 
towards  women,  we  note  the  following: 

Non-minority  women  are  excl uded  from  assistance  such  as  that 
provided  by  the  Mega  Center; 

Non-minority  women  are  not  included  in  Federal  Procurement 
goals;  and 

Non-minority  women  are  excl uded  from  the  Small  Business 
Administration  8A  Program. 


Mr.  Spratt.  All  right,  let  us  try  the  second  panel  and  see  how 
good  attendance  is.  Sherman  Copelin  is  here  I  beheve.  Mr.  Copelin, 
come  on  up,  let  us  take  the  second  panel.  David  Ramirez,  who  is 
the  president  of  the  Illinois  Section  8(a)  Contractors. 

A  Voice  From  Audience.  Mr.  Chairman,  David  is  on  the  way. 

Mr.  Spratt.  Do  you  think  he  will  be  here  in  about  5  minutes  or 
so? 

A  Voice  From  Audience.  Let  us  give  him  5  minutes  and  if  not, 
I  will  be  glad  to  sit  in  for  him. 

Mr.  Spratt.  OK,  fine.  Joe  Williams,  president  of  the  Target 
Group. 

Ms.  Ratner.  Not  here. 

Mr.  Spratt.  OK.  And  Steve  Leite,  Robert  Keith  &  Associates  and 
chairman  of  the  Surety  Development  Committee.  Come  on  up. 

Well,  you  guys  are  going  to  get  more  time  than  we  had  planned. 
You  are  going  to  have  to  talk  until  your  colleagues  come.  But  that 
gives  you  time  to  expound  on  your  statements. 

If  there  is  no  objection,  we  will  make  your  statements  part  of  the 
record,  so  that  you  do  not  have  to  read  them;  you  can  summarize 
them,  and  you  can  focus  on  the  points  that  you  think  are  impor- 
tant. 

And  before  we  get  started,  just  as  a  formality  so  that  we  get  ev- 
erything on  the  record  before  us,  by  unanimous  consent,  I  would 
like  to  order  that  we  make  part  of  the  record  the  written  state- 
ments of  the  following  organizations  which  have  been  or  will  short- 
ly be  received:  The  U.S.  Minority  Business  Development  Agency; 
the  Minority  Business  Opportunity  Committee;  the  Office  of  Re- 
gional Contracting,  Department  of  HUD,  Housing  and  Urban  Af- 
fairs; the  Chicago  Urban  League;  and  the  Chicago  Regional  Pur- 
chasing Council. 

Because  of  time  constraints  and  the  need  to  end  the  hearing 
early  in  the  afternoon,  we  were  not  able  to  take  oral  testimony 
from  all  of  these  groups,  but  they  have  made  statements  available 
today  which  we  want  to  make  part  of  the  record. 

I  would  like  to  thank  these  organizations  and  their  representa- 
tives who  are  here  today.  If  there  are  some  representatives  of  these 
organizations,  would  you  care  to  stand  and  identify  yourselves? 
First  of  all,  the  U.S.  Minority  Business  Development  Agency.  Any- 
one here  from  that  agency?  Yes,  sir,  would  you  stand  and  identify 
yourself? 

Mr.  Vega.  David  Vega,  Regional  Director. 

Mr.  Spratt.  Welcome,  thank  you  for  coming. 

The  Minority  Business  Opportunity  Committee. 

Ms.  NoRRis.  Hi.  LaVena  Norris,  Executive  Director. 

Mr.  Spratt.  Thank  you  for  coming. 

The  Office  of  Regional  Contracting,  Department  of  Housing  and 
Urban  Affairs.  HUD  here? 

[No  response.] 

Mr.  Spratt.  The  Chicago  Urban  League. 

Ms.  Daniel.  Suzanne  Dcmiel,  vice  president. 

Mr.  Spratt.  Welcome,  thank  you  for  coming. 

And  the  Chicago  Regional  Purchasing  Council. 

We  do  have  testimony  from  those  organization. 
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Mr.  Harris.  My  name  is  Norton  Harris  and  I  am  a  member  of 
the  Chicago  Regional  Purchasing  Council  and  Minority  Business 
Steering  Committee. 

[Subcommittee  note. — It  was  subsequently  determined  that  the 
Chicago  Regional  Purchasing  Council  declined  to  provide  a  state- 
ment] 

Mr.  Spratt.  Thank  vou.  We  are  glad  to  have  you  and  thank  you 
for  identifying  yourseli. 

As  an  aside,  the  executive  director  of  the  Chicago  Regional  Pur- 
chasing Council,  May  Foster  Thompson,  has  been  extremely  helpful 
to  Congressman  Rush  and  to  our  staff  and  organizers  of  this  hear- 
ing, and  I  think  her  efforts  deserve  to  be  recognized. 

[The  prepared  statements  submitted  for  the  record  follow:] 
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June  18,  1993 

Mr.  Frank  Slezak 

Director  of  Regional  Contracting 

Department  of  Housing  and  Urban  E>evelopnient 

77  West  Jackson  Blvd. 

Chicago,  Illinois  60604-3507 

Dear  Mr.  Slezak: 

The  Commerce,  Consumer,  and  Monetary  Affairs  Subcommittee  will  hold  a  hearing 
on  July  12,  1993,  in  Chicago,  beginning  at  8:00  a.m.,  in  Room  2S2S  (the  Ceremonid 
Courtroom),  219  S.  Dearborn  Avenue,  concerning  small  business  and  Federal  procurement 
issues,  with  Chicago  as  a  case  study.  I  would  like  to  request  that  you  submit  a  written 
statement  for  the  record,  which  will  be  placed  in  the  hearing  transcri^  .     .  .  ^  „^: 

The  Subcommittee  is  examining  problems  and  concerns  confronting  minority  and 
also  women  owned  small  businesses  in  the  Chicago  area  and  the  adequacy  of  Federal 
agency  activity  directed  to  such  businesses,  including  the  effectiveness  of  relevant  SBA 
programs  and  the  adequacy  of  efforts  by  Federal  procurement  agencies  to  implement  goals 
to  set  aside  some  contracts  for  such  businesses.  The  Subcommittee  will  also  receive  both 
testimony  and  written  statements  on  innovative  and  new  approaches  for  helping  small 
businesses,  including  new  ways  to  obtain  surety  bonding.  I  would  like  the  hearing  record 
to  serve  a  constructive  function,  both  to  shed  light  on  the  problems  and  to  explore 
solutions  to  those  problems,  compiling  information  for  a  likely  committee  report 

It  would  be  most  helpful  if  your  statement  could  respond  to  the  following  questions: 

1.  Extent  of  Small  Business  Contracting  &  Subcontracting:  Please  provide  the  following 
regional  data,  which  can  be,  as  I  understand,  readily  retrieved  from  HUD's  data  base. 
Specifically,  set  forth  HUD  Chicago  Region's  (a)  contracting  goals  for  fiscal  years  1991, 
1992,  and  1993,  overall  and  for  each  small  business  category,  and  indicate  how  well  those 
goals  were  and  are  now  being  met,  and  (b)  the  numbers  of  and  total  dollar  value  of 
section  8(a)  contracts  entered  into  by  the  HUD  region  in  the  FY  1991,  1992,  and  1993 
(first  half),  broken  down  by  whatever  subcategories  utilized  by  HUD.  (This  request  applies 
only  to  HUD's  contracting  operations,  not  its  grant  activity.) 

2.  SBA's  Section  8fat  program:  Please  discuss  the  extent  of  HUD  Oiicago  Region's 
participation  in,  concerns  about  or  problems  with,  and  suggestions  for  improving,  the  SBA's 
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section  8(a)  program,  providing  typical  examples  and  suggesting  solutions.  In  responding, 

a.  Describe  the  difficulties  in  utilizing  section  8(a)  contractors,  including  the  past 
experiences  of  the  10  HUD  offices  within  the  HUD  Chicago  Region,  listing  all  of 
the  kinds  of  problems  which  these  offices  encountered  in  using  8(a)  contractors  and 
the  outcome  of  such  problems  (i.e.  were  the  problems  resolved);  and  indicate  the 
sources  and  reasons  for  these  problems,  addressing  any  of  the  following  issues,  if 
appUcable:  (i)  the  SBA's  8(a)  selection  and  certification  process,  (ii)  the  SBA's 
contracting  administration  process,  (iii)  any  problems  with  8(a)  firms  which  SBA 
could  prevent  or  help  resolve,  and  (iv)  the  adequacy  of  SBA  staffing; 

b.  Describe  the  current  deficiencies  in  SBA  business  development,  outreach, 
technical,  financial,  marketing  or  other  assistance  for  8(a)  firms  and  the  reasons  for 
such  (such  as  the  qualifications  and  numbers  of  business  opportunity  specialists); 

c.  Suggest  improvements  in  procedures,  policy,  or  staffing  which  would  help 
overcome  these  problems  (under  a.  &  b.  above),  including  but  not  limited  to  (i)  any 
changes  concerning  the  selection  and  marketing  of  8(a)  firms  and  the  8(a)  doUar 
thresholds  on  competitive  contracts,  (ii)  SBA's  activity  and  role  in  resolving 
contractual  disputes  with  8(a)  contractors,  (iii)  the  assistance  which  the  SBA  could 
optimally  render  either  to  8(a)  firms  or  to  the  HUD  regional  office,  which  would 
make  the  program  work  more  effectively  and  enable  it  to  increase  the  number  of 
8(a)  contracts,  and  (iv)  the  usefulness  of  an  8(a)  customer  (agency)  satisfaction 
survey  (proposed  by  an  official  at  another  agency); 

d.  Discuss  SBA's  optimal  role  in  the  process,  and  specify  which  objectives  of  the 
8(a)  program  should  be  given  priority  (Should  this  program,  for  example,  be  more 
a  contracting  program  than  a  business  development  program?  Or  should  SBA  play 
more  of  the  role  of  monitoring  and  husbanding  the  business,  similar  to  what  a 
venture  capital  firm  would  do?);  and 

e.  What  more  could  the  HUD  regional  office  do  to  increase  its  participation  in  the 
8(a)  program,  to  increase  both  the  number  of  participating  contractors  and  increase 
the  number  of  contracts,  notwithstanding  any  problems  and  concerns  which  you 
have  already  discussed. 

Please  telephone  Subcommittee  Senior  Counsel  Stephen  McSpadden  if  there  are 
any  questions  about  the  above.  We  would  appreciate  receiving  60  copies  of  your  written 
statement  just  prior  to  the  hearing  (we  would  prefer  you  or  your  representative  giving  it 
to  Mr.  McSpadden  or  Mr.  Bill  Burke,  Congressman  Rush's  special  assistant,  no  later  than 
7:45  a.m.  the  morning  of  the  hearing,  before  it  begins)  and  would  appreciate  receiving  10 
copies  for  the  Subcommittee  members  no  later  than  Thursday,  July  8th,  prior  to  the 
hearing.  I  would  like  to  thank  you  and  the  HUD  Chicago  Regional  Office  for  your  and 
their  cooperation  and  efforts. 

Sincerely, 


yjohn  M.^pratt,  Jr. 
yy      Chairman 
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JUL  9     1993 


nhOtlVfcu 


Honorable  John  M.  Spratt,  Jr., 
Chairman,  Subcommittee  on  Commerce, 

Consumer  and  Monetary  Affairs 
U.  S.  House  of  Representatives 
2157  Rayburn  House  Office  Building 
Washington,  DC  20515-6143 

Dear  Mr.  Chairman: 


JUL  2  2  199} 

COMMERCE,  CONSUMER  AND 
W-^NETARY  AFFAIRS  SUBCOMW 


This  is  in  response  to  your  letter  dated  June  18,  1993 
addressed  to  Mr.  Frank  Slezak,  Director,  Regional  Contracting 
Division  for  Region  V  of  the  U.S.  Department  of  Housing  and  Urban 
Development . 

As  per  your  request,  enclosed  is  a  Statement  Exeunininq 
Problems  and  Concerns  Confronting  Minority  Small  Business  and 
Women-Owned  Businesses  in  the  Chicago  Regional  Office  of  the  U.S. 
Department  of  Housing  and  Urban  Development,  specifically 
regarding  the  Small  Business  Administration's  Section  8  (a)  set- 
aside  program,  as  it  relates  to  Region  V,  covering  the  States  of 
Illinois,  Indiana,  Michigan,  Wisconsin,  Minnesota  and  Ohio. 

We  believe  that  you  will  find  this  Statement  useful  as  your 
Subcommittee  consider  issues  concerning  the  efficient  and 
effective  management  of  Federal  procurement  programs. 

If  you  need  further  information  regarding  this  matter, 
please  contact  Mr.  Alfredo  Valentin,  Supervisory  Contract 
Specialist  at  312-886-9767. 


Sincerel 


Joseph  P.  Garaffa 
Acting  Regional  Administrator  - 
Regional  Housing  Commissioner 


Enclosures 


cc:   Jones,  SS 

Dewalt,  ACP 
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STATEMENT  EXAMINING  PROBLEMS  AND 
CONCERNS  CONFRONTING  SMALL  MINORITY  AND  WOMEN  OWNED  BUSINESSES 
IN  THE  CHICAGO  REGIONAL  OFFICE  OF  THE  US  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT  (HUD) 

Introduction 

Mr.  Chairman  and  Membero  of  the  Subcommittee: 

The  Chicago  Regional  Office  of  the  U.  S.  Department  of 
Housing  and  Urban  Development  (HUD)  is  pleased  to  have  an 
opportunity  to  provide  this  Subcommittee  with  our  concerns  as 
they  relate  to  procurement  activities  with  small,  disadvantaged, 
and  women-owned  businesses,  specifically  regarding  the  Small 
Business  Administration  (SBA)  Section  8  (a)  set  aside  progreun. 

Our  Regional  Office  is  responsible  for  HUD  programs 
throughout  Illinois,  Indiana,  Michigan,  Minnesota,  Ohio,  and 
Wisconsin.   Our  procurement  needs  consist  primarily  of  (1) 
management,  maintenance,  and  sales  support  for  foreclosed 
properties  and  (2)  support  services  for  our  mortgage  insurance 
progreuns.   We  are  in  the  process  of  transferring  our  procurement 
activities  from  our  10  field  offices  to  a  new  Regional 
Contracting  Division  in  our  Chicago  Office. 

In  response  to  your  specific  inquiries,  we  offer  the 
following. 

1.   Extent  of  Small  Business  Contrc'.ctina 

Due  to  the  above  noted  transfer  of  function,  data  concerning 
all  Regional  procurement  transactions  is  presently  spread 
eunong  four  separate  information  systems.   The  information 
presented  below,  while  not  totally  complete,  captures  the 
vast  majority  of  our  procurement  transactions  throughout  the 
Region. 


Fiscal  Year  1991 

Dollars 

Percentage 

Total  Procurement 

$51,310,826 

100% 

Small  Business 

32,248,749 

62% 

Disadvantaged  Bus. 

8,383,182 

16% 

Women-Owned  Bus. 

21,081,087 

41% 

SBA  8(a) 

780,819 

1% 
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Fiscal  Year  1992 

Dollars 

Percentage 

Total  Procurement 

$54,158,130 

100% 

Small  Business 

24,354,088 

44% 

Disadvantaged  Bus. 

5,936,527 

10% 

Women-Owned  Bus. 

9,137,878 

16% 

SBA  8(a) 

0 

0% 

Fiscal  Year  1993 

Dollars 

Percentage  || 

Total  Procurement 

$25,565,931 

100% 

Small  Business 

11,256,582 

44% 

Disadvantaged  Bus. 

1,495,035 

5% 

Women-Ovmed  Bus. 

2,440,933 

9% 

SBA  8(a) 

0 

0% 

2.    SBA ^8  Section  Q(a.)    program 

Over  the  past  five  years,  we  encountered  serious 
difficulties  in  obtaining  L'easonable  prices  and  successful 
contract  performance  under  8(a)  contracts  throughout  the 
Region. 

In  several  instances,  prices  under  8(a)  contracts  were 
significantly  higher  than  prices  obtained  for  similar 
services  through  full  and  open  competition  procurement 
procedures.   For  example,  armed  security  guard  services 
which  were  last  obtained  under  an  8(a)  contract  at  $18.10 
per  hour  were  subsequently  obtained  through  full  and  open 
competition  at  $14.16  per  hour  for  the  same  property.   Based 
on  the  guard  c-chedule  at  the  property,  the  open  market 
priced  contract,  which  was  won  by  a  small,  disadvantaged 
firm,  represented  an  annual  $69,000  cost  savings. 
Defective  paint  removal  services  performed  under  a  8(a) 
contract  at  $279  per  property  were  obtained  at  $215  per 
property  through  full  and  open  competition.   In  each  case, 
unsuccessful  attempts  were  made  to  negotiate  lower  prices 
with  the  involved  8(a)  firms  prior  to  pursuing  open  market 
procurement  procedures. 

Serious  contract  performance  problems  were  also  encountered. 
The  project  manager  and  bookkeeper  of  an  8(a)  accounting 
film  under  contract  to  administer  a  multi-million  dollar 
rental  housing  assistance  payment  program  were  convicted  of 
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fraud  involving  over  $250,000.   An  8(a)  advertising 
contractor  failed  to  make  payment  for  newspaper 
advertisements  for  sale  of  single  family  properties 
resulting  in  the  delay  of  a  scheduled  property  sales  bid 
opening. 

In  addition  to  the  above  exeimples,  our  survey  of  offices  in 
response  to  your  inquiry  disclosed  other  difficulties.   Our 
offices  expressed  frustration  with  the  unwillingness  of  8(a) 
firms  and  SBA  staff  to  understand  and  be  responsive  to  our 
procurement  needs.   In  one  case  involving  the  negotiation  of 
a  property  maintenance  contract,  an  8(a)  contractor  refused 
to  visit  our  properties  to  gain  a  better  understanding  of 
our  needs.   In  other  cases,  8(a)  firms  expressed  the 
attitude  that  they  were  unwilling  to  enter  into  substantive 
discussions  with  our  offices  concerning  contract  pricing  and 
provisions.   Rather,  the  8(a)  firms  expected  to  receive 
contracts  based  on  their  proposed  prices  irrespective  of  our 
historical  pricing  information. 

The  above  factors  resulted  in  a  general  reluctance  by  our 
program  and  procurement  staff  to  view  the  SBA  8(a)  progrcun 
as  a  viable  option  to  meet  our  procurement  needs.   Thus,  we 
have  had  limited  involvement  with  the  8(a)  progreua  for  the 
past  two  years  and  have  a  limited  basis  upon  which  to  make 
specific  recommendations  to  improve  the  progreun.  We  do, 
however,  have  the  following  general  suggestions: 

a.  Increasing  the  small  purchase  ceiling  from  $25,000  to 
$50,000  or  $100,000  would  provide  greater  opportunities  for 
small,  disadvantaged  and  women-o%^ned  businesses  to  obtain 
contracts  and  establish  performance  track  records. 

b.  Providing  authority  to  civilian  agencies  such  as  HUD  to 
do  small,  disadvantaged  and  women-owned  businesses  set- 
asides  in  the  open  market  would  create  greater  opportunities 
and  results  for  all  such  firms. 

c.  Staffing  SBA  to  become  more  oriented  to  individual 
agency  procurement  needs  would  benefit  8(a)  firms.   We  have 
observed  that  SBA  is  effective  in  providing  training  and 
liaison  concerning  common  procurement  topics  which  cross-cut 
all  agencies.   However,  our  needs  differ  from  those  of  other 
agencies  and  increasingly  require  highly  specialized 
experience  in  such  areas  as  property  appraisals,  mortgage 
insurance  underwriting,  and  closing  agent  services.   Few 
8(a)  firms  have  the  expertise  to  provide  such  services.   In 
the  limited  cases  where  we  have  worked  to  assist  seemingly 
promising  8(a)  firms  to  develop  such  expertise,  we  have 
encountered  inadequate  contract  performance. 
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d.   Significantly  lowering  the  $3,000,000  threshold  for 
competition  under  8(a)  set-asides  could  contribute  to 
addressing  the  pricing  problem  identified  above. 

Regarding  our  efforts  to  increase  participation  in  the  8(a) 
program,  we  began  working  this  spring  with  SBA  to  award  an 
8(a)  contract  for  architect-engineering  services.   We  have 
been  encouraged  by  the  flexibility  displayed  by  SBA  staff  in 
this  case  and  are  hopeful  that  with  successful  contract 
performance,  the  8(a)  prograun  can  become  a  viable 
procurement  alternative  for  our  offices. 

3.    Conclusion 

We  thank  the  Subcommittee  for  the  opportunity  to  express  our 
views.   The  SBA  8(a)  program  provides  the  only  currently 
available  means  of  setting  aside  our  procurements  for  small, 
disadvantaged  businesses.   The  program  has  not  worked 
effectively  for  our  offices.   We  are  committed  to  working 
with  SBA  to  try  to  correct  past  problems  and  increase 
utilization  of  the  8(a)  progreun.   However,  we  believe  other 
mechanisms  as  recommended  above  should  also  be  considered  in 
attempting  to  increase  opportunities  and  participation  by 
small,  disadvantaged  and  women-owned  businesses  in  Federal 
procurement  activities . 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 

Minority  Burinm  Opportnnily  Cammitlee 

Operalol  by  the  Boreau  of  the  Ccnsui 

Fuaded  by  the  Minority  Businen  Devdopmait  Agency  (MBDA) 

I7S  Wot  JadLMo  Boulevard  -  Suite  S57 

Chicago,  IL  60604      312  /  353-7194 


STATEMENT  OF 

La Vena  M.  Norris 

Executive  Director 

Minority  Business  Opportunity  Committee  (MBOC) 

The  Commerce,  Consumer,  and  Monetary  Affairs  Subcommittee 

July  12,  1993 
Chicago,  Illinois 

I  would  like  to  thank  Congressman  Spratt,  Congressman  Rush  and  the 
entire  Subcommittee  for  convening  this  hearing  here  in  Chicago. 
Also,   I  appreciate  the  opportunity  to  share  with  you  the 
observations  that  the  Minority  Business  Community  has  shared  with 
me  relative  to  their  problems  and  concerns  about  the  various 
programs  whose  stated  purpose  is  the  assist  and  expand  business 
opportunities  for  minorities.  However,  sometimes  in  the  process  of 
implementation  the  intended  purpose  becomes  skewed  because  of  the 
ways  in  which  Minority  Business  Enterprises  (MBEs)  must  gain 
access  to  these  programs. 


I  would  like  to  briefly  give  the  Subcommittee  an  overview  of  the 
MBOC'goals  and  objectives.   The  Chicago  MBOC  is  under  direct 
supervision  of  the  U.S.  Bureau  of  the  Census,  Chicago  Regional 
Office.   Mr.  Stanley  D.  Moore,  Regional  Director  also  serves  as 
Chairman  of  the  MBOC. 
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Let  ne  begin  by  saying  that  the  Minority  Business  Development 
Agency  (MBDA)  funds  the  operation  of  the  MBOC.   HBDA's  Chicago 
Regional  Office,  under  the  direction  of  Mr.  David  Vega, 
Regional  Director,  monitors  the  activities  of  the  MBOC.   The  MBOC 
is  a  chartered  member  of  the  Chicago  Federal  Executive  Board  (FEB) . 
Federal  Executive  Boards  were  created  in  1961  by  then-President 
John  F.  Kennedy.  The  purpose  of the  FEB's  are  to  improve  internal 
management  practices  of  the  Federal  Government;  to  strengthen 
coordination  of  Federal  activities  by  supporting  and  promoting 
initiatives  of  the  President  and  his  administration;  and  to  provide 
a  central  focus  for  Federal  participation  in  community  affairs. 
The  HBOC  is  charged  with  assisting  and  servicing  the  needs  of  the 
MBEs  who  are  socially  or  economically  disadvantaged  persons  as 
defined  by  Executive  Order  11625  and  revised  by  the  Secretary  of 
Commerce.   Accordingly,  this  applies  to  a  group  of  people 
who  have  experienced  cultural  or  racially  chronic-prone,  economic 
circumstances  or  backgrounds  which  are  termed  socially  or 
economically  disadvantaged.  The  following  groups  are  recognized  as 
socially  and  economically  disadvantaged:  African  Americans, 
Hispanics,  Pacific  Americans,  Native  Americans,  Hasidic  Jews, 
Aleuts  and  Eskimos.  As  a  group,  women  are  not  considered  socially 
or  economically  disadvantaged  by  MBDA  or  according  to  Executive 
Order  11625. 

Despite  the  federal  involvement  and  commitment  to  Minority  Business 
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Development  there  Is  still  room  for  impovement .   For  example, 
membership  of  the  MBOC  should  comprise  of  key  contracting  officials 
from  Federal,  State,  County,  Local  and  Private  Sectors  as  active 
participants.   Currently,  this  is  working  in  theory,  but  needs  to 
be  improved  upon  in  practice.   Particularly  the  FEB  could  be 
instrumental  in  playing  an  effective  role,  i.e,  each  FEB  member 
agency  should  commit  to  having  agency  representation  by  serving  as 
a  member  of  the  MBOC  Network. 

Having  this  type  of  representation  would  enhance  having  a  broader 
base  of  resources  that  can  offer  assistance  and  increase  support  to 
the  Minority  Business  Community.   Specifically,  the  MBOC  offers 
resource  assistance  in  the  areas  of: 

o  Procurement  o  Finance 

o  Marketing  o  Education 

o  Real  Estate/Construction         o  International  Trade 

The  MBOC's  further  objectives  are  : 

o  Serve  as  a  focal  point  to  insure  minority  business 
participation  in  local  communities. 

o  Identify  and  disseminate  economic  opportunities  for  the 
minority  business  sector. 

o  Identify  barriers  precluding  maximum  participation  by  the 
minority  business  community,  and  develop  approaches  for 
overcoming  barriers  in  the  areas  of  financial  management  and 
marketing. 

o  Serve  as  a  community  advocate  for  full  inclusion  of  the 
minority  sector  in  economic  life  of  a  business  community. 

The  MBOC's  delivery  of  services  are  free  to  the  MBE  community  and 
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does  not  duplicate  any  service  that  are  being  provided  by  any 
other  agency  or  organization.   Throughout  the  Federal  and  State 
structure  there  is  no  other  agency  or  organization  comparable  to 
the  MBOC  mainly  because  of  its  relationship  to  the  FEB  and  because 
of  the  advocacy  role  it  undertakes  on  behalf  of  HBE's. 

In  order  to  best  serve  the  needs  of  the  Minority  Business  Community 
it  is  imperative  to  understand  what  their  experiences  are  and/or 
have  been  when  utilizing  the  various  programs  that  have  been 
designed  to  help  them  obtain  more  business  opportunities. 

The  MBE  Community  would  be  best  served  if  I  express  their  concerns 
in  making  the  following  statements: 


Problem: 


Possible  Solution: 


Problem: 


Possible  Solution: 


Access  to  capital  for  minority  businesses  is  a 
very  critical  problem. 

Getting  lending  institutions  to  look  at 
alternative  ways  for  providing  financial 
assistance  to  those  who  do  not  meet  traditional 
standards  for  acquiring  a  business  loan,  but 
who  have  very  sound  business  plans. 

Utilization  of  the  word  "Minority"  in 
describing  a  business.   Too  often,  minorities 
feel  that  they  are  at  a  disadvantage  from  the 
outset  when  they  are  referred  as  "less  than" 
which  may  be  perceived  as  incapable  of 
being  able  to  do  business  at  a  highly 
professional  and  quality  level. 

It  has  been  suggested  that  perhaps  using 
a  different  way  of  describing  these  businesses 
would  serve  them  more  effectively,  i.e.. 
Historically  Underutilized  Business  (HUB)  as 
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Problem: 


Potential  Solution: 


was  reconunended  in  the  U.S.  Commission  on 
Minority  Business  Development  Report. 

The  programs  that  have  been  created  to  service 
HBE's  are  not  always  "user-friendly".  Too 
often,  there  are  different  procedures  to  be 
followed  from  agency  to  agency  there  seems 
to  be  a  great  deal  o  inconsistencies,  i.e., 
interpretations  of  policies  and  procedures 
as  individuals  in  the  various  agencies  may 
choose  to  implement. 

Establishment  of  a  centralized  way  for 
coordinating  and  disseminating  information 
regarding  MBE  programs.   This  will  best  serve 
those  who  must  implement  achieving  the  stated 
goals  in  their  agencies  as  well  as  the  MBE's 
will  better  understand  what  is  expected  of 
them  as  they  utilize  the  programs.  It  seems 
to  be  very  challenging  for  MBE's  to  understand 
all  of  the  existing  programs  and  how  they  work 
since  there  is  so  much  information  that  is 
available  about  these  programs  a  more 
simplified  structured  way  for  disseminating 
information  would  begin  to  eliminate  some 
of  the  confusion  and  time  spent  by  MBE's  in 
just  trying  to  differentiate  which  one's  they 
want  and/or  need  to  use. 

There  needs  to  be  an  established  way  in  which 
to  monitor  all  governmental  agencies  as  it 
relates  to  their  role  in  fostering  MBE 
participation  in  procurement  opportunities 
within  their  particular  agency.  Also,  if  they 
do  have  designated  goals  there  should  be  a 
reporting  mechanism  in  place  in  order  for  those 
goals  to  be  stated  and  reviewed.   The 
enforcement  component  should  be  in  the  form  of 
a  reward  for  all  agencies  meeting  stated  goals, 
a  penalty  for  those  agencies  who  do  not  meet 
their  goals. 


In  conclusion,  I  would  like  to  express  that  there  is  a  demonstrated 
need  for  Minority  Business  Programs  to  exist.  MBEs  need  programs 
that  will  buttress  their  business  concerns  to  foster  the  type  of 
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growth  and  development  that  could  not  be  achieved  without  the 
assitance  of  the  services  that  are  provided  by  these  programs. 
Needless  to  say,  there  is  always  room  for  improvement  with  a  more 
all-encompassing  more  efficient  delivery  of  those  services. 
Additionally,  there  needs  to  be  an  even  stronger  commitment  by 
the  U.S.  Government  to  deliver  those  services  more  efficiently  and 
effectively  in  order  for  MBEs  to  access  and  experience  the  positive 
results  for  having  participated  in  such  programs. 

Once  again,  thank  you  Mr.  Chairman  and  the  entire  Subcommittee  for 
providing  the  MBOC  an  opportunity  to  express  the  foregoing 
statement  to  such  a  much  needed  forxim  as  this. 
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U.S  DEPARTMENT  OF  COMMERCE 

MINORITY  BUSINESS  DEVELOPMENT  AGENCY 

WRITTEN  STATEMENT  FOR  THE  RECORD 

BY  REGIONAL  DIRECTOR  DAVID  VEGA 

FOR  THE  SUBCOMMFTTEE  ON  COMMERCE,  CONSUMER,  AND 

MONETARY  AFFAIRS 

HOUSE  COMMFTTEE  ON  GOVERNMENT  OPERATIONS 

JULY  12,  1993 


Mr.  Chairman,  and  Members  of  the  Subcommittee.   I  am  pleased  to  submit  this  Statement 
for  the  Record  in  support  of  the  Commerce  Department's  Minority  Business  Development 
Agency's  (MBDA)  goal  to  bring  about,  in  the  words  of  our  Secretary,  Ronald  H.  Brown: 
"creative  new  business  development  efforts  which  will  bring  sustained  growth  to  minority 
and  disadvantaged  businesses. "  As  the  Secretary  has  stated:    "The  Department  of 
Commerce 's  uniquely  business  related  programs  can  help  realize  the  priority  goals  of  the 
President  in  the  areas  of  trade,  technology,  telecommunications  networks  and 
infrastructure,  environmental  infrastructure,  economic  development,  and  minority 
business. " 

/  would  now  like  to  address  those  questions  which  you  have  asked  the  agency  to  describe. 
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MBDA  ACTIVITY  IN  THE  MIDWEST 

AUTHORIZATION 

With  authority  through  Executive  Order  11625,  October  13,  1971  and  the  Department  of 
Commerce  Appropriations  Act,  Public  Law  102-395,  MBDA  competitively  selects  and  funds 
cooperative  agreements  with  more  than  100  unique,  business  development  centers  to 
provide  management  and  technical  assistance  to  minority  clients  in  designated  Metropolitan 
Statistical  Areas  (MSAs).    MBDA  operates  six  regional  offices  nationwide  —  New  York 
City,  Chicago,  Atlanta,  Dallas,  San  Francisco,  and  Washington,  D.C.  --to  monitor  its 
respective  regional  delivery  network  in  the  minority  business  community.    The  agency 
currently  has  no  statutory  authority. 

OBJECTIVE 

To  provide  assistance  and  services,  through  the  U.S.  Department  of  Commerce-funded 
Minority  and  Native  American  Business  Development  Centers,  the  Minority  Enterprise 
Growth  Assistance  (MEGA)  Center  and  the  Minority  Business  Opportunity  Committee,  to 
U.S.  minority-owned  companies  or  economically  disadvantaged  Americans  located  in  the 
midwestern  United  States,  who  are  interested  in  business  expansion  or  business  start-up. 

PROJECT  GRANTS  AND  EUGIBILITY  REQUIREMENTS 

There  are  no  eligibility  restrictions  for  receiving  project  grants  for  this  program.    Eligible 
applicants  may  include  individuals,  nonprofit  organizations,  for-profit  firms,  local  and  state 
governments,  American  Indian  Tribes,  and  educational  institutions.   Recipients  of  these 
funds  provide  minority  clients  in  this  region  with  advice  and  counseling  in  preparing 
financial  packages,  business  counseling,  business  information  and  management, 
accounting  guidance,  marketing,  business/industrial  site  analysis,  production,  engineering, 
surety  bonding  and  construction  assistance,  certification,  private  and  public  sector 
procurements,  mergers  and  acquisitions,  joint  venturing  and  international  trade 
opportunities. 

AGENCY  LOAN  AUTHORITY 

The  agency  has  no  authority  to  make  loans.   Program  funds  are  restricted  to  providing 
management  and  technical  assistance. 

CRO  MISSION 

As  one  of  six  MBDA  regions  throughout  the  country,  the  mission  of  the  Chicago  Region  is 
to  promote  the  awareness  of  the  Commerce  Department  and  other  Federal  Government 
programs,  to  better  assist  potential  entrepreneurs  in  entering  the  mainstream  of  American 
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business,  and  to  increase  the  competitiveness  of  the  existing  124,000  U.S.  minority-owned 
companies  in  a  ten-state  Midwestern  region:  Illinois,  Michigan,  Indiana,  Wisconsin, 
Missouri,  Ohio,  Nebraska,  Kansas,  Iowa  and  Minnesota.    Together,  these  businesses  have 
gross  sales  of  $6-8  billion,  with  profound  economic  impact  on  the  Midwest. 


PRE-APPUCATION  AND  GRANT  AWARD  PROCESS 

Pre-application  conferences  will  be  scheduled  for  most  MBDA  projects.    All  pre-application 
conferences  will  be  announced  in  the  Federal  Register.    Tfiis  program  is  excluded  from 
coverage  under  E.O.  12372. 

APPUCA  TION  AND  A  WARD  PROCESS 

The  application  kit,  which  includes  all  required  standard  application  forms,  will  advise  the 
applicant  on  how  to  complete  the  application  and  where  it  should  be  submitted.    Each 
application  will  be  reviewed  and  evaluated  by  the  respective  MBDA  region.  Competitive 
awards  for  the  MBDC/IBDC  Program  are  based  on  a  panel's  evaluation  of  the  applicant's 
demonstrated  ability  to  provide  business  assistance  as  described  in  the  application.     This 
evaluation  includes  other  factors  such  as  capability  and  experience  of  staff  assigned  to  the 
project,  techniques,  methodology,  resources  and  costs.     Name  checks,  verification  of 
academic  credentials  and  pre-award  audits  may  be  required  from  applicants.    Deadlines  for 
formal  competitive  awards  are  outlined  in  the  Federal  Register  and  the  Commerce  Business 
Daily.    Time  frame  for  award  decisions  is  usually  from  4  to  6  months.   All  decisions  are 
final.    There  is  no  administrative  appeal  process. 

AWARD  RENEWALS 

MBDA  continues  to  fund  MBDCs  after  the  completion  of  the  initial  competitive  budget 
period  at  the  discretion  of  the  Agency.    The  continued  funding  process  is  employed  for  the 
two-project  budget  periods  after  the  original  competitive  period.    The  satisfactory 
completion  of  three-budget  periods  may  automatically  initiate  a  new  round  of  competition 
unless  a  recipient  qualified  for  the  MBDC  program 's  performance  incentives.    However, 
the  MBDC  will  receive  continued  funding  after  the  initial  competitive  year  at  agency 
discretion,  the  availability  of  funds,  the  MBDCs  performance  and  agency  priorities. 

ASSISTANCE  CONSIDERATIONS 

In  most  program  areas,  MBDA  has  established  minimum  requirements  for  matching  or 
cost  sharing  by  the  recipient.    MBDCs  are  required  to  provide  a  minimum  15  percent  cost 
sharing  through  in-kind  contributions  and  cash,  including  client  service  fees.    MBDA 
reserves  the  right  to  decide  on  a  case-by-case  basis  whether  a  non-federal  contribution  is 
required  in  other  program  areas  so  as  to  successfully  implement  the  program. 
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POST  ASSISTANCE  REQUIREMENTS/OVERSIGHT  AND 
MONITORING  BY  THE  CRO 

REPORTS 

The  recipient  is  required  to  submit  quarterly  financial  reports.    The  submission  of 
Quarterly  Narrative  Reports  (QNRs)  are  required  at  the  end  of  each  quarter  and  the  end  of 
the  fiscal  year.    Statistical  reports  (Business  Development  Reports)  on  each  client's 
performance  are  required  and  submitted  to  the  CRO  for  monitoring  by  an  assigned 
Business  Development  Specialist  (EDS).    In  addition,  on-site  monitoring  by  the  BDS  is 
mandatory  during  the  2nd  quarter  of  the  recipient's  funding  or  during  other  quarters  when 
the  recipient's  quantitative  performance  —  as  indicated  in  the  Recipient's  Desk  Assessment, 
also  conducted  by  the  BDS  each  quarter  --  is  less  than  satisfactory.   All  on-site  monitoring 
by  the  BDS  is  contingent  upon  availability  of  regional  budget  resources. 

AUDITS 

In  accordance  with  the  provisions  of  0MB  Circular  No.  A-I28,  "Audits  of  State  and  Local 
Governments,  "  state  and  local  governments  that  receive  financial  assistance  of  $100,000  or 
more  within  the  state's  fiscal  year  shall  have  an  audit  made  for  that  year.    State  and  local 
governments  that  receive  between  $25,000  and  $100,000  within  the  state's  fiscal  year  shall 
have  an  audit  made  in  accordance  with  Federal  laws  and  regulations  governing  the 
programs  in  which  they  participate.    Prior  audit  findings  and  recommendations  may  have  a 
negative  impact  and  may  result  in  an  application  not  being  considered  for  funding.   Audits 
will  be  conducted  in  accordance  with  0MB  Circular  No.  A-133  for  institutions  of  higher 
education,  profit  and  non-profit  organizations. 


RECORDS 

Documents,  papers,  and  financial  records  relating  to  the  business  development  center  (the 
recipient),  are  required  to  remain  available  to  the  Federal  Government  for  3  years  from  the 
date  of  submission  of  the  final  financial  status  report.   All  financial  and  programmatic 
records,  supporting  documents,  statistical  reports,  and  other  records  of  grantees  or  sub- 
grantees  are  required  to  be  maintained  by  the  terms  of  the  agreement.    The  grantee  must 
retain  records  for  three  years  after  completion  of  the  project  or  submission  of  the  final 
financial  report,  whichever  is  later,  and  be  readily  available  for  inspection  and  audit. 


HNANCIAL  INFORMATION 

MB  DA  program  appropriations  for  FY  92  was  $25  million;  in  FY  93  $24  million. 
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PROPOSED  FY  94  AGENCY  BUDGET 

The  Commerce  Department's  proposed  FY  94  Budget  for  MBDA  is  $45,381  million, 
including  $29.0  million  for  agency  programs;  $16.38  for  program  management  with  $2,492 
million  in  adjustments  to  the  base. 

FINANCIAL  ASSISTANCE  RANGE 

Awards  have  ranged  from  $165,000  to  $622,000,  with  the  average  award  being  $212,000. 

NATIONWIDE  PROGRAM  ACCOMPUSHMENTS 

In  FY  92,  MBDA 's  delivery  network,  operating  in  approximately  100  locations,  assisted 
18,213  clients  (an  increase  of  9.7%  in  comparison  to  FY  91)  -  and  generated  over  $1,398 
billion  in  combined  business  transactions  ($370.3  million  in  financial  loan  packages  and 
$1,027.7  billion  procurement  contracts).    This  overall  assistance  includes  facilitating  the 
establishment  of  1,362  newly  started  minority -owned  and  -operated  enterprises  with  the 
creation  of  4,082  new  jobs. 

In  FY  93,  1st  Quarter,  preliminary  estimates  indicate  that  this  nationwide  delivery  network 
assisted  3,846  clients  —  generated  72,462  hours  of  management  and  technical  assistance  — 
and  facilitated  $304  million  in  combined  business  transactions.  More  than  1,200  new  jobs 
resulted  from  new  business  start-ups. 

MBDC  AND  IBDC  PERFORMANCE  HIGHUGHTS 

0  Clients  assisted  in  FY  92  totaled  18,213  -  an  increase  of  9.7%  over  last  year; 


0  Business  Development  Centers  (BDC)  secured  3,449  contracts,  valued  at 

$1,027.7  billion  in  FY  92; 


0  Business  Development  Centers  assisted  11,551  operating  minority  businesses; 

0  A  total  of  1,362  new  minority  businesses  became  operational  with  BDC  assistance; 

0  Approximately  25%  of  the  total  clients  assisted  were  minority  female; 
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Approximately  76%  of  busines"  clients  assisted  had  gross  receipts  under  $300,000; 
14%  had  gross  business  receipts  of  $300,000  or  more,  but  less  than  $1  million;  and 
10%  had  gross  receipts  of  $1  million  or  more; 


Approximately  55%  of  procurement  dollars  came  from  the  private  sector;  20%  came 
from  state  and  local  governments  and  25%  from  the  Federal  Government;  and 


BDCs  assisted  457  8(a)  firms  and  helped  them  to  obtain  169  8(a)  contracts  for  a 
total  of  $94  million 


CRO  PROGRAM  ACCOMPUSHMENTS 

In  FY  92,  the  Chicago  Regional  Office's  10-state  delivery  network  assisted  3,086  clients  — 
provided  26,473.1  hours  of  management  and  technical  assistance  —  and  generated  more 
than  $156.4  million  in  combined  business  transactions  ($36.1  million  in  loan  packaging 
and  $120.3  million  in  procurements).    In  the  Chicago  Region,  56.4%  or  $69.4  million  out 
of  the  $120.3  million  in  procurement  were  construction-related. 

And  in  the  state  of  Illinois,  this  delivtry  network  serviced  535  clients  —  generated  $45,827 
million  in  combined  business  transactions  -facilitated  the  establishment  of  113  new 
businesses  --  and  created  1,199  new  jobs. 

MBDA  CRO'S  DELIVERY  NETWORK 

The  MBDA  Chicago  Regional  Office  —functioning  as  a  regional  advocate  for  minority 
business  development  throughout  the  ten-state  Midwestern  region  —  monitors  funded 
organizations  and  their  consulting  services  to  the  agency's  constituencies;  implements 
departmental  and  headquarters's  policies;  and  forges  partnerships  among  Federal  agencies, 
state  and  local  governments,  trade  associations,  chambers  of  commerce,  corporate 
America,  the  private  sector,  and  lending  institutions  to  stimulate  business  access  and  foster 
business  opportunities  for  the  minority  business  sector  of  the  U.S.  economy. 

The  Chicago  Regional  Office  provides  direct  oversight  over  the  pilot-MEGA  Center,  ten 
(10)  Minority  Business  Development  Centers,  one  (1)  Indian  Business  Development  Center, 
the  Minority  Business  Opportunity  Committee  (MBOC),  totalling  13  projects  in  the  region. 
They  include: 

The  following  is  a  breakdown  of  the  MBDC/IBDC  Program  Fund  for  FY  1993: 
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At  this  time  there  are  no  proposals  currently  under  consideration  by  the  U.S.  Department 
of  Commerce  to  increase  the  number  of  cooperative  agreements  in  the  Midwest. 

MEGA  CENTER 

The  MEGA  Center,  operated  by  David  J.  Burgos  &  Associates,  is  located  at  105  West 
Adams  St.,  7th  Floor,  Chicago,  Illinois.  The  MEGA  Center  is  funded  through  a  $1.8 
million  cooperative  agreement  and  is  supported  by  $700,000  in  private  sector  funds. 

Functioning  as  a  unique,  one-stop  business  development  consulting  center,  the  MEGA 
Center  offers  one-on-one  counseling  by  a  multi-disciplined  staff  of  25  professionals.    Its 
mission  ~  to  provide  the  highest  quality  of  services  to  minority  clients  in  a  principled  and 
ethical  manner  which  results  in  growth  and  profitability  for  a  minority-owned  and  - 
operated  enterprise.    The  MEGA  Center  Consortium  represents  the  most  credible  and 
highly  respected  experts  in  the  field  of  minority  business  development.    David  J.  Burgos  & 
Associates,  lac.  serves  as  the  prime  contractor  and  provider  of  basic  management  and 
technical  services. 

Its  consortium  members  include:   Chicago  International  Development  Corporation  — 
International  Trade;  Chicago  Regional  Purchasing  Council  —  Market  Development  and 
Research;  Ralph  G.  Moore  &  Associates  —  System  Integration/Capital  Development;  Target 
Group  —  Construction  Assistance  and  Surety  Bonding;  and  Women  in  Franchising  — 
Franchise  Development  and  Training. 


MEGA  CENTER  SATELUTE  OFHCES 

As  an  extension  of  the  MEGA  Center  Program,  two  satellite  offices,  in  the  South  side  and 
West  side  of  Chicago,  augment  the  Center's  services  to  inner-city  communities  by  providing 
on-site  services  and  information  on  market  opportunities  —  international  trade,  mergers 
and  acquisitions,  loan  packaging,  franchising,  private  and  public  sector  procurement,  and 
surety  bonding.  Clients  seeking  more  specialized  management  and  technical  assistance  are 
referred  to  the  parent  MEGA  Center. 

One  of  the  satellite  offices  is  located  at  the  South  Shore  Enterprise  Center,  a  division  of 
The  Neighborhood  Institute  (TNI).    This  institute,  a  non-profit  affiliate  of  Shorebank 
Corporation  ~  a  regulated  bank  holding  company  based  in  South  Shore  —  was  established 
in  1978  with  a  commitment  for  the  economic  revitalizjation  of  South  Shore. 

The  TNI  satellite  office  is  located  at  1525  E.  53rd  St.    The  other  satellite  location  is  at 
2846  W.  Cermak  Rd. 
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MEGA  CENTER  ACCOMPUSHMENT 

From  the  1st  quarter  to  the  2nd  quarter  of  FY  93,  the  pilot-Minority  Enterprise  Growth 
Assistance  (MEGA)  Center's  productivity  increased  from  62  clients  to  162  clients  being 
serviced;  from  1,182  hours  of  management  and  technical  assistance  provided  to  3,136.5 
hours;  from  $1,121  million  in  combined  business  transactions  facilitated  to  $6,447  million 
($1.1870  in  financial  packaging;  $5,260  million  in  procurement,  respectively). 

Amwest  Surety  Insurance  Company,  the  13th  largest  surety  company  in  the  United  States, 
has  joined  in  an  innovative  public/private  partnership  with  the  Minority  Enterprise  Growth 
Assistance  (MEGA)  Center  in  Chicago  to  help  minority  contractors  obtain  bonding  for 
construction  projects  in  Illinois  and  throughout  the  Midwest.    The  partnership  is  a  major 
advance  for  minority-owned  businesses.    It  has  the  potential  to  facilitate  access  to 
bonding,  which  is  often  a  primary  impediment  for  bidding  on  private  and  public  projects. 

Amwest  has  agreed  to  underwrite  up  to  $50  million  in  surety  bonds  to  qualified  minority- 
owned  construction  companies  in  the  Midwest,  who  are  clients  of  the  MEGA  Center.   As 
the  nation's  largest  specialty  surety  company  for  small  contractors,  Amwest  will  offer 
streamlined  application  procedures,  special  underwriting  criteria  and  local  approval 
authority  from  its  Chicago  Branch  office.    Whenever  possible,  collateral  requirements  will 
be  eliminated  by  use  of  the  U.S.  Small  Business  Administration  (SB A)  or  Illinois  Job 
Development  Authority  (J DA)  bond  guarantee  programs.    The  company  is  U.S.  Treasury 
listed  and  carries  the  prestigious  "A"  rating  (Excellent)  from  A.M.  Best. 

OVER  VIEW  OF  CRO  ADVOCACY  ACTIVmES 

The  CRO  has  taken  the  initiative  in  coordinating  Minority  Business  Enterprise  (MBE) 
activities  with  other  public  and  private  sector  organizations  in  the  Chicago-metropolitan 
area.   A  prime  example  of  this  effort  is  the  relationship  between  MBDA's  CRO  and  the 
Chicago  Regional  Purchasing  Council  (CRPC).    Each  year,  the  CRPC  sponsors  the 
Chicago  Business  Opportunity  Fair  (CBOF),  the  premier  trade  affair  devoted  to  minority 
procurement  in  the  Nation.    The  CBOF  is  the  forerunner  of  our  Nation's  minority 
purchasing  focus,  having  evolved  in  the  National  Minority  Supplier  Development  Council, 
a  network  of  44  regional  purchasing  councils  across  the  country.    More  than  4,000 
representatives  from  minority  companies,  leading  national  corporations  and  government 
agencies  participate  in  this  annual  event.   MBDA's  funded  network  throughout  the 
Midwest  has  been  allowed  to  participate  at  a  reduced  cost  to  ensure  that  their  clients  — 
minority-owned  firms  ~  can  expand  their  business  on  a  regional  and/or  national  level. 

The  CRO  has  also  forged  a  working  relationship  with  other  Federal,  state  and  local 
government  agencies,  which  are  actively  involved  in  minority  business  development 
promotion.    For  example,  the  CRO  is  working  with  the  U.S.  Department  of 
Transportation 's  Federal  Transit  Administration  (FTA)  to  develop  a  contracting  program 
that  will  increase  MBE  access  and  participation  according  to  the  Intermodal  Surface 
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Transportation  Efficiency  Act  of  1991,  Public  Law  102-240,  section  1003(b)(1).    This  act 
requires  DOT  to  expend  not  less  than  10  percent  of  Federal  highway  and  transit  funds  with 
small  disadvantaged  business  concerns. 

In  addition,  the  CRO  maintains  close  contact  with  the  Chicago  Regional  Administrator  of 
the  U.S.  Small  Business  Administration  (SBA),  including  other  SEA  District  Offices.    This 
coordinated  effort  has  been  undertaken  to  ensure  that  the  agency's  delivery  network 
continues  to  maintain  a  successful  level  of  business  activities  with  the  SBA  and  all  of  its 
programs,  including  the  8(a)  application  and  loan  packaging. 

Tfie  CRO  also  works  closely  with  other  Federal  agencies  ~  Commerce's  Economic 
Development  Administration  and  International  Trade  Administration,  U.S.  Department  of 
Housing  and  Urban  Development,  U.S.  Department  of  Energy,  the  U.S.  Environmental 
Protection  Agency  and  the  U.S.  Department  of  Defense  -  to  market  and  promote  increased 
business  opportunities  for  MBEs. 

On  the  State  level,  the  CRO  has  access  to  the  Governor's  Office  in  Illinois  and  other  state- 
wide departments  which  are  actively  involved  in  economic  development  and  minority 
business  development.    During  the  annual  observance  of  Minority  Enterprise  Development 
(MED)    Week,  the  SBA,  state  officials,  the  private  sector  and  the  civic  community  in 
Chicago  honor  the  contributions  of  U.S.  small,  minority-owned  companies  to  the  U.S. 
economy. 
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To  analyze  the  Chicago  staffing  in  Fiscal  Year  1990  versus  Fiscal  Year  1993,  we  have 
prepared  the  following  information: 

Chicago  Regional  Staffing 


Staffing  -  September  30,1990 

Staffing  -  June  30,  1993 

Regional  Director  (1) 

Regional  Director  (1) 

Chief,  Business  Development  Group  (1) 

Deputy  Regional  Director  (1) 

Business  Development  Specialist  (4) 

Business  Development  Specialist  (3) 

Administrative  Technician  (1) 

Administrative  Technician  (1) 

Secretary  (1) 

Secretary  (1) 

Business  Development  Clerk  (1) 

Clerk-Typist  (2) 

Clerk-Typist  (1) 

For  several  years,  the  total  number  of  staff  positions  in  the  Chicago  Region  has  declined. 
This  reduction  is  due,  in  part,  to  reductions  in  MBDA-funded  projects,  with  a  correspond- 
ing reduction  in  authorized  positions. 

In  June  1993,  then-Acting  Director  Loretta  Young  authorized  recruitment  for  five  (5)  new 
positions  in  the  Chicago  Region,  which  would  increase  the  number  of  full-time  positions 
from  8  to  13.    Filling  these  new  positions  is  contingent  upon  the  agency's  FY  94  appropria- 
tions by  Congress. 

Tliis  increase  will  enable  the  region  to  perform  its  monitoring  and  evaluation  of  projects 
more  effectively  and  efficiently  and  also  enable  the  Business  Development  Specialists  to 
conduct  advocacy  activities  more  aggressively  in  tandem  with  the  Agency's  mission. 

OIG  AND  GAO  DEHCIENCIES  OR  PROBLEMS 


There  have  been  no  recent  deficiencies  or  problems  noted  or  observed  in  MBDA  programs 
by  the  Commerce  OIG  or  GAO.   However,  in  fiscal  year  1991,  the  Office  of  Management 
and  Budget  (0MB)  designated  MBDA  as  a  high  risk  concerning  management  of  its 
business  development  centers.    The  high  risk  designation  was  based  on  deficiencies  and 
problems  in  the  management  of  these  centers  observed  and  noted  in  the  past  by  the  OIG 
and  GAO.    During  fiscal  year  1991,  MBDA  took  positive  action  with  regard  to  its  manage- 
ment problems,  to  include  reducing  its  backlog  of  uncollected  debts  and  recognizing  the 
need  for  better  control  over  its  business  development  centers.    The  OIG  in  its  Semiannual 
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Report  to  Congress  for  the  period  October  1990  to  March  1991  recognized  MBDA's 
achievements.    The  0MB  recognized  MBDA's  positive  actions  and  removed  the  high  risk 
designation  in  December  1991. 

CONCLUSION 

In  conclusion,  we  are  proud  to  be  pan  of  the  President's  economic  agenda.    As  Commerce 
Secretary  Ronald  H.  Brown  has  stated,  we  are  "absolutely  committed  to  enhancing  the 
effectiveness  of  MBDA  "  as  we  believe  it  can  be  "important  in  trying  to  rebuild  the 
economies  of  some  of  our  distressed  urban  and  rural  areas,  "  and  MBDA  "can  play  an 
effective  role  in  stimulating  minority  businesses.  "    We  ask  for  your  support  as  we  go  about 
rebuilding  MBDA  with  an  enhancement  of  its  role  in  minority  entrepreneurship.    As  a 
demonstration  of  our  commitment  to  minority  business  development,  MBDA's  programs  are 
in  a  "unique  position  to  support  that  goal  and  to  ensure  that  new  businesses  are  able  to 
make  long-term  contributions  to  our  nation 's  economy.  " 

Mr.  Chairman,  this  ends  my  written  statement  for  the  record.    Tfiank  you  for  the  opportu- 
nity to  discuss  this  vital  subject. 
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July  9, 1993 


The  Honorable  John  M.  Spratt,  Jr. 
Congress  of  the  United  States 
House  of  Representatives 
Q>nunittee  on  Government  Opterations 
2157  Raybum  House  Office  Building 
Washington,  DC  20515-6143 

Dear  Congressman  Spratt: 

The  Chicago  Urban  League  appreciates  the  opportunity  to  provide  a 
written  statement  for  the  Commerce,  Consumer,  and  Monetary  Affairs 
Subcommittee  hearing  on  minority-  and  women-owned  business  issues. 

We  have  directed  our  comments  on  the  importance  of  monitoring  and  the 
compliance  of  procurement  practices  to  ensure  minority-  and  women- 
owned  businesses  have  access  to  the  purchasing  process.  We  have  also 
included  for  the  record,  six  applicable  Chicago  Urban  League  research 
reports  as  attachments  to  our  statement. 

Again,  thank  you  for  the  opportunity  to  participate  on  such  an  important 
issue. 

Sincerely, 

Suzanne  A.  Daniel 
Vice  President 
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On  behalf  of  the  Chicago  Urban  League,  thank  you  for  the  opportunity  to  address  this 
subcommittee.  The  Chicago  Urban  League,  founded  77  years  ago,  is  the  oldest  and 
largest  race  relations  organization  in  Chicago.  The  League's  mission  is  to  eliminate 
racial  discrimination  and  to  work  for  the  achievement  of  equal  opportunity  and  parity  for 
African  Americans,  other  minorities,  and  the  poor  in  every  phase  of  American  life.   We 
come  before  you  today  to  discuss  some  of  the  findings  of  our  research  on  minority 
business  development. 

Pnrrhaxing  Poljdes  and  Bnsiness  Devdopment 

Encouraging  economic  development  in  minority  communities  has  been  the  goal  of 
numerous  federal,  state  and  local  policies.   Unfortimately,  the  results  of  these  policies 
have  often  been  disappointing.   Minority  business  ownership  rates  continue  to  lag  behind 
rates  for  nonminorities  and  many  predominandy  minority  communities  remain  in 
desperate  need  of  employment  opportimities. 

As  the  public  sector  attempts  to  design  policies  to  encourage  minority  business 
development,  it  continually  confronts  issues  related  to  improving  access  to  government 
contracts.  For  several  decades,  the  Chicago  Urban  League  has  been  involved  in  working 
with  state  and  local  governments  on  a  wide  area  of  business  development  policies, 
especially  in  the  area  of  government  procurement.   Our  experiences  with  state  and  local 
purchasing  is  relevant  to  this  subcommittee  as  it  addresses  changes  in  federal  purchasing 
programs. 

Strong  and  Effective  Program  Monitoring 

Government  purchasing  represents  real  and  significant  opportunities  for  business 
development  in  a  wide  range  of  industry  sectors.'  However,  access  to  such  opportunities 
is  often  limited  for  small  and  minority-owned  businesses.   For  small  businesses  generally. 


Nikolas  C.  Theodore,  The  Role  of  Set- Asides  in  Minonty  Business  DevelopmenL  An  Econometric  Analysis, 
Chicago  Urban  League,  September  1992. 
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the  government  purchasing  process  is  often  skewed  towards  larger  business  access,  thus 
precluding  small  business  involvement  in  any  meaningful  way.   For  minority-owned 
businesses,  barriers  to  government  purchasing  exist  not  only  due  to  size  (minority-owned 
businesses  are  typically  smaller  than  nonminority-owned  businesses),  but  also  due  to 
discriminatory  market  practices.^ 

Governments  have  attempted  to  implement  policies  and  programs  designed  to  ensure 
access  to  the  purchasing  process.   The  federal  government,  through  its  SBA  and  DBE 
programs,  and  state  and  local  governments  through  affirmative  action  programs  have 
attempted  to  design  policies  that  would  increase  small  and  minority-owned  business 
participation  in  government  contracting,  and  thus  aid  in  business  development. 

Central  to  the  success  of  these  programs  is  the  degree  to  which  the  monitoring  and 
compliance  components  are  effectively  administered.   In  Chicago,  several  local 
governments  have  created  affuTnative  action  policies  that  are,  on  paper,  effective 
programs  designed  to  open  up  purchasing  opportunities  for  small  and  minority-owned 
businesses.   However,  many  of  these  governments  have  failed  to  adequately  finance  and 
administer  strong  and  effective  monitoring  and  compliance  components,  and  thus  these 
programs  have  not  fully  served  to  reduce  barriers  to  fuller  participation  in  purchasing. 
This  committee  should  assure  that  the  SBA's  8(a)  and  DBE  programs  have  effective 
monitoring  and  compliance  components  and  that  these  components  are  funded  at  the 
levels  needed  to  assure  that  the  intentions  of  the  programs  are  carried  out  to  their  fullest 
extent.   Monitoring  and  compliance  administration  are  cost  effective  for  governments  to 
nui,  as  they  assure  that  the  beneficiaries  of  the  policies  are  the  intended  classes  of 
businesses  (thus  reducing  costly  fraud  and  abuse),  and  they  give  the  government  critical 
feedback  as  to  which  policies  do  and  do  not  work  to  reduce  barriers  to  purchasing.  Only 


^See  Joseph  S.  Moag,  Susan  E.  Nicol,  and  Nikolas  C.  TTieodore,  Discrirmnadon  Against  Minority  and  Women 
Business  Enterprises  in  Cook  County  1989-1991,  Chicago  Urban  League,  December  1992;  and  Nikolas  C. 
Theodore,  Discriminatory  Barriers  to  the  Development  of  Minority  and  Women  Prime  Contractors  in  Cook  County, 
Chicago  Urban  League,  January  1993. 
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through  actively  monitoring  the  use  and  outcomes  of  these  programs  can  these  programs 
achieve  their  goaJs. 

Pnrchasing  Programs  Work  Best  in  OM^iniction  with  C^ntnlnijl 

Administration 

Effective  and  efficient  government  purchasing  requires  that  the  procurement  process  be 
structured  to  achieve  maximum  economic  efficiencies  while  at  the  same  time  providing 
maximum  opportunity  for  small  and  minority-owned  business  involvement.   The  structure 
that  is  needed  to  meet  both  of  these  goals  is  centralized  purchasing  administration. 

While  many  functions  of  government  would  benefit  from  decentralized  management, 
purchasing  would  not.   League  research  into  the  purchasing  process  at  the  Chicago 
Public  Schools  demonstrates  clearly  that  when  governments  decentralize  the  purchasing 
function  (decentralize  planning,  coordination  and  responsibility),  procurement  becomes 
non-competitive,  cost-inefficient,  and  fails  to  achieve  affirmative  action  goals  for 
minority-owned  business  involvement.'   Purchasing  requires  high  degrees  of  technical  and 
legal  expertise,  planning  and  coordination  in  order  to  be  handled  efficiently  and 
effectively.   Decentralization  fails  to  provide  the  purchasing  function  with  these  requisite 
administrative  capacities. 

The  State  of  Illinois  is  currently  considering  legislation  which  would  follow  the  American 
Bar  Association's  recommendations  for  the  creation  of  a  centralized  purchasing  function 
through  the  establishment  of  a  Chief  Procurement  Officer."   This  office  would  set 


Joseph  S.  Moag,  Susan  E.  Nicol  and  Nikolas  C.  TTieodore,  The  Limits  of  School-Based  Procuremem:  Cost 
and  Quality  Inefficiencies  at  the  Chicago  Public  Schools,  Chicago  Urban  League,  September  1992;  and  Joseph 
S.  Moag  and  Nikolas  Theodore,  Maintaining  Set-Aside  Programs  Under  School  Decenvalizatiorv  A  Review  of 
Legal  Mandates,  Chicago  Urban  League,  December  1992. 

Joseph  S.  Moag  and  Nikolas  C.  Theodore,  Improving  Covemmera  Contracting  Opportunities  for  Small 
Businesses  in  Illinois:  Report  Presented  to  the  Bliu  Ribbon  Committee  on  Stme  Procurement,  March  29,  1993, 
Slate  Capitol,  Springfield,  Illinois,  Chicago  Urban  League. 
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purchasing  practices  and  policies  for  all  state  agencies,  have  oversight  over  annual 
purchase  planning  for  all  state  agencies,  and  have  ultimate  responsibility  for  the  state's 
ability  to  meet  its  cost  and  quality  goals  in  purchasing.   By  centralizing  the  planning, 
coordination  and  responsibility  of  purchasing  for  the  entire  state,  the  state  will  be  able  to 
take  greater  advantage  of  scale  economies  when  its  myriad  user  agencies  buy  goods  and 
services.   This  committee  should  follow  this  model  and  seek  to  increase  the 
centralization  of  the  federal  government's  purchasing  function.   Increased  centralization 
will  not  only  increase  the  cost  and  quality  efficiencies  of  the  government's  procurement 
function,  but  will  work  to  increase  the  ability  for  the  government  to  improve  small  and 
minority-owned  businesses'  access  to  the  purchasing  process  through  centralized  planning 
and  coordination. 
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SUBCOMMITTEE  NOTE: 

The  report  attached  to  the  Chicago  Urban  League's  statement,  "The 
Limits  of  School-Based  Procurement:   Cost  and  Quality 
Inefficiencies  at  the  Chicago  Public  Schools",  September  1992, 
(Chicago  Urban  League,  Department  of  Research  and  Planning) ,  has 
not  been  included  in  the  hearing  transcript,  to  reduce  government 
printing  costs.   But  it  is  available  for  review  in  the 
Subcommittee's  office  or  can  be  obtained  directly  from  the 
Chicago  Urban  League. 
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Mr.  Spratt.  Well,  we  now  have  a  full  panel  of  witnesses,  and  we 
have  Mr.  Copelin  first  to  lead  off.  Mr.  Williams  has  just  arrived 

Mr.  Williams.  Yes. 

Mr.  Spratt.  And  Mr.  Williams,  you  are  with? 

Mr.  Williams.  Target  Group. 

Mr.  Spratt.  OK,  welcome.  We  are  glad  to  have  you. 

Mr.  Bowie.  Mr.  Chairman? 

Mr.  Spratt.  Yes,  sir? 

Mr.  Bowie.  I  am  the  8(a)  association  treasurer,  I  would  like  to 
sit  in  until  Mr.  Ramirez  gets  here. 

Mr.  Spratt.  Come  on  forward  until  he  arrives,  if  you  would  like 
to  do  that.  Excuse  me,  sir,  would  you  identify  yourself  again,  just 
for  the  record? 

Mr.  Bowie.  I  am  Elijah  Bowie,  president  and  owner  of  Bowie 
Construction,  Inc. 

Mr.  Spratt.  Welcome,  thank  you  for  coming. 

Mr.  Copelin,  welcome.  You  came  up  hore  all  the  way  from  New 
Orleans  I  understand. 

Mr.  CoPELESf.  Yes,  sir. 

Mr.  Spratt.  The  floor  is  yours.  And  as  I  said,  your  testimony  has 
been  made  part  of  the  record,  so  you  can  summarize  it  as  you  see 
fit. 

STATEMENT  OF  SHERMAN  COPELIN,  PRESIDENT,  NATIONAL 
BUSINESS  LEAGUE,  AND  SPEAKER  PRO  TEMPORE,  LOUISI- 
ANA  HOUSE  OF  REPRESENTATIVES 

Mr.  Copelin.  Thank  vou,  Mr.  Chairman. 

To  the  Honorable  John  Spratt,  Jr.,  chairman  of  the  U.S.  House 
of  Representatives,  Subcommittee  on  Commerce,  Consumer,  and 
Monetary  Affairs,  and  to  the  Honorable  Congressman  Rush,  distin- 
guished panehsts,  colleagues,  and  friends. 

As  president  of  this  Nation's  oldest  national  business  organiza- 
tion—the National  Business  League— it  is  an  honor  to  appear  be- 
fore you  this  morning  and  to  share  with  you  the  views  and  experi- 
ences of  the  league's  membership  regarding  what  we  consider  to  be 
four  broad,  major  issues  facing  the  African  American  business  com- 
munity today: 

One,  the  longstanding  problems  involved  in  obtaining  surety 
bonding  and  financing;  two,  the  severely  Hmited  access  of  African 
American  businesses  to  sources  of  both  debt  and  equity  capital; 
three,  the  perhaps  well-intentioned,  but  historically  insufficient 
and  problematic  Federal  response  to  the  problems  and  issues  sur- 
rounding African  American,  as  well  as  other  minority,  business  de- 
velopment; and  four,  the  negative  perception  of  minority  business 
in  mainstream  American  business  circles. 

Before  I  get  into  the  central  portion  of  my  testimony,  Mr.  Chair- 
man, I  would  like  to  offer  you  a  brief  historical  overview  of  the  Na- 
tional Business  League. 

The  NBL  was  founded  on  August  23,  1900,  in  Boston,  MA  by  Dr 
Booker  T.  Washington  and  a  group  of  400  African  American  dele- 
gates from  throughout  the  United  States.  The  NBL  was  officially 
incorporated  in  New  York  City  in  1905  as  the  National  Negro  Busi- 
ness League. 
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The  organization  was  renamed  and  reincorporated  in  Washing- 
ton, DC  in  1966,  when  it  became  the  National  Business  League. 
NBL  headquarters  currently  are  located  in  Washington,  DC  at 
1511  K  Street,  NW,  suite  432. 

Having  been  established  and  operating  12  years  before  the  U.S. 
Chamber  of  Commerce,  the  National  Business  League,  with  its  con- 
stituency and  membership  crossing  all  business  lines,  has  been  an 
important  vehicle  for  black  business  persons  and  the  African  Amer- 
ican community,  in  general. 

The  league  began  as  a  federation  of  individuals  and  firms  dedi- 
cated to  the  financial  and  commercial  development  of  minority 
Americans.  It  has  sought  and  continues  to  seek,  to  eliminate  the 
exclusion  of  the  African  American  business  sector  from  national 
economic  priorities,  not  simply  for  its  own  benefit,  but  for  the 
growth  and  the  stability  of  the  national  economy  as  well. 

Virtually  every  major  national  African  American  trade,  profes- 
sional and  business  organization  was  formed  within  the  NBL,  such 
as:  The  National  Funeral  Directors,  1907;  the  National  Bankers 
Association,  1915;  the  National  Association  of  Tailors,  Designers, 
and  Dry  Cleaners,  1915;  the  National  Negro  Press  Association, 
1919;  the  National  Negro  Finance  Corporation,  1924;  and  the  Na- 
tional Association  of  Colored  Merchants,  1928 — just  to  name  a  few. 

In  1928,  NBL  also  conducted  one  of  the  first  comprehensive  sur- 
veys of  African  American  businesses  in  cooperation  with  the  Laura 
Spelman  Foundation;  2,817  businesses  were  surveyed  and  17,697 
persons  within  those  enterprises  were  studied  over  a  period  of  1 
year. 

In  1929,  the  league,  in  cooperation  with  the  Colored  Merchants 
Association,  the  U.S.  Department  of  Commerce,  and  the  Associated 
Negro  Press  sponsored  the  first  "Campaign  for  Better  Negro  Busi- 
ness." Here,  African  American  merchants  were  organized  into  coop- 
erative buying  associations  and  were  trained  in  lecture  demonstra- 
tions on  key  business  topics. 

As  the  Nation's  oldest  business  and  trade  association,  NBL's 
membership  encompasses  a  broad  spectrum  of  business  enterprises 
ranging  from  international  trading  firms  and  high-technology  man- 
ufacturers to  small  retail  and  service-providing  companies  and  sole 
proprietorships. 

Over  the  past  92  years,  membership  has  grown  throughout  the 
country  in  37  States  and  the  District  of  Columbia.  The  league's  na- 
tional network  includes  127  chartered  chapters,  a  vibrant  network 
of  National  Student  Business  League  chapters  on  30  college  and 
university  campuses  and  a  national  coalition  of  30  association  af- 
filiates organized  and  recently  reactivated  as  the  National  Council 
for  Policy  Review  [NCPR].  The  NCPR  is  designed  to  represent 
every  facet  of  Minority  Business  Enterprise  [MBE]  active  in  the 
country. 

During  its  long  and  distinguished  history,  advocacy  has  been  the 
central  role  of  NBL  on  the  national,  regional,  and  local  levels.  The 
lea^e  continues  to  promote  and  advocate  the  full  development  of 
available  and  competitive  African  American  entrepreneurial  class, 
as  an  essential  part  of  any  strategy,  which  seeks  to  lift  this  nation's 
largest  and  historically  disenfranchised  minority  group  into  the 
mainstream  of  American  society. 
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The  negative  perception  of  African  American  business  enterprise: 
In  both  its  interim  and  final  reports  to  the  102d  Congress,  the  U.S. 
Commission  on  Minority  Business  Development  highlighted  the  im- 
portance of  the  effect  that  the  negative  perception  of  African  Amer- 
ican and  other  minority  business  has  on  their  gfrowth  and  develop- 
ment. 

In  its  interim  report,  the  Commission  offered  a  frank  and  honest 
discussion,  which  supports  the  NBL's  sincere  belief  that  most  of  the 
other  problems  faced  by  African  American  businesses  stem  from  a 
pervasive  and  extremely  negative  perception  that  black  businesses 
and  their  owners  are  not  good  financial  risks;  that  black  businesses 
are  somehow  second  rate;  that  black  business  owners  will  not  pay 
their  debts  and  are  incapable  of  operating  profitably  in  a  competi- 
tive mainstream  business  environment. 

Despite  numerous  studies  and  statistics  which  clearly  dem- 
onstrate that,  all  things  being  equal,  African  American  businesses 
perform  no  worse  than  their  comparable  mainstream  counterparts, 
there  is  widespread  reluctance  on  the  part  of  the  commercial  bank- 
ing, venture  capital,  suretv  bond,  and  capital  market  industries  to 
take  the  same  risk  with  a  black  entrepreneur  that  they  would  read- 
ily do  with  a  white  one. 

This  negative  perception  of  black  business  is  at  the  very  core  of 
the  three  remaining  areas  where  NBL  members  and  their  constitu- 
ents have  witnessed  problems. 

The  issue  of  surety  bonding:  Historically,  African  American  and 
other  minority  contractors  have  complained  about  the  difficulties 
involved  in  securing  surety  bonding.  This  fact  has  frequently  been 
cited  to  explain  the  low  numbers  of  minority  contractors  in  medium 
and  large  scale  government  construction  projects. 

In  1987,  for  example,  the  typical  minority-owned  firm's  total  an- 
nual receipts  in  the  construction  industry  were  only  45  percent  of 
the  average  receipts  for  all  U.S.  construction  firms.  Though  de- 
tailed statistics  were  not  available  at  the  time  this  presentation 
was  prepared,  there  is  a  well-founded  assumption  tJiat  the  percent- 
age for  African  American-owned  construction  firms  is  far  lower 
than  the  45  percent  overall  average  for  all  minority  construction 
firms. 

While  there  have  been  well-intentioned  efforts,  both  public  and 
private,  to  attempt  to  address  the  problems  of  securing  perform- 
ance or  payment  bonds,  there  has  been  no  significant  increase  in 
the  number  or  percentage  of  African  American  construction  firms 
which  have  been  able  to  secure  adequate  bonding. 

The  National  Business  League  is  convinced  that  a  large  part  of 
the  failure  of  public  and  private  sector  efforts  to  increase  acquisi- 
tion of  surety  bonds  for  African  American  and  other  minority  firms 
is  a  direct  result  of  the  negative  perception  regarding  these  firms, 
which  are  more  often  than  their  white  counterparts  to  be  consid- 
ered bad  risks. 

The  significance  of  the  construction  industry  in  the  creation  of 
iobs,  especially  for  minority  Americans,  makes  the  issue  of  surety 
bonding  one  which  demands  immediate  attention  and  action. 

Current  plans  of  the  Clinton  administration  to  launch  a  major  in- 
frastructure rebuilding  effort  in  the  Nation's  cities  and  States  sug- 
gests the  possibility  of  a  boom  in  the  construction  industry.  African 
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American  and  other  minority  construction  firms  need  adequate  sur- 
ety bonding  so  that  they  too  can  qualify  to  compete  for  medium  and 
large  scale  construction  projects. 

I  am  certain  that  most  of  us  in  this  room  today  are  aware  of  the 
severe  hmitations  and  cultural  barriers  that  have  historicallv 
blocked  our  full  access  to  capital.  And,  Fm  also  sure  that  we  all 
know  that  it  is  the  lack  of  access  to  capital  which  is  the  most  fre- 
quently cited  obstacle  facing  minority  business  formation  and  de- 
velopment. 

For  these  reasons  and  because  of  the  necessity  to  limit  my  com- 
ments here,  I  will  not  go  into  anv  further  detail  regarding  the  na- 
ture of  this  problem.  \^  are  all  mlly  aware  that  it  exists  and  that 
we  must  come  up  with  innovative  ways  to  redress  this  longstand- 
ing grievance. 

In  existence  for  more  than  half  a  century  before  the  passage  of 
the  Small  Business  Administration  Act  of  1953,  the  National  Busi- 
ness League  has  the  unique  perspective  of  having  been  an  active 
participant  in  virtually  every  minority-focused  business  program 
ever  initiated  on  Capitol  Hill. 

We  are  fully  aware  that  neither  the  SBA  nor  its  8(a)  and  7(j)  pro- 
grams were  originally  designed  to  assist  minority  business.  NBL 
was  there  when  Congress  passed  the  first  Small  Business  Act — the 
Small  Business  Act  of  1942 — ^which  created  the  Smaller  War  Plants 
Corp.,  whose  stated  purpose  was  to  provide  small  business  with  the 
tools  that  would  allow  their  production  of  goods  and  services  need- 
ed in  the  Second  World  War. 

The  NBL  was  also  there  in  January  1946  when  this  agency  was 
shut  down  and  its  more  important  powers  transferred  to  uie  Recon- 
struction Finance  Corp.  and  a  newly  established  Office  of  Small 
Business  within  the  U.S.  Department  of  Commerce. 

It  was  not  imtil  the  1960*s  that  the  Federal  Government  made 
any  meaningful  efforts  to  assist  minority  business,  with  primary 
emphasis  on  righting  some  of  the  wrongs  that  had  been  experi- 
enced for  almost  a  centurv  by  this  Nation's  black  business  class. 

While  many  of  the  Federal  Grovemment's  efforts  have  results  in 
at  least  temporary  improvements  for  minority  business — especially 
many  of  the  programs  implemented  and  conducted  during  the 
1970's  such  as  Executive  Order  11625 — ^the  Office  of  Minority  Busi- 
ness Enterprise  and  the  establishment  of  the  Minority  Enterprise 
Small  Business  Investment  Co.  Many  Federal  programs  actually 
impede  and  hinder  minority  business  development,  rather  than  en- 
couraging their  growth  and  development. 

For  example,  the  Small  Business  Administration:  One,  has  not 
been  able  to  process  applications  within  the  90-day  period  man- 
dated by  the  Business  Opportunity  Development  Reform  Act  of 
1988;  two,  has  missing  or  inaccurate  data  in  its  Financial  Informa- 
tion System,  which  is  its  primary  source  for  managing  the  8(a)  pro- 
gram; and  three,  does  not  know  the  full  extent  of  management  and 
technical  assistance  provided  to  8(a)  firms,  because  it  does  not 
track  the  various  forms  of  assistance  provided  by  contractors  and 
others. 

It  would  be  just  as  easy  to  cite  problems  in  other  agencies  with 

{)rograms  geared  to  assist  minority  business,  so  I  do  not  want  to 
eave  the  impression  that  I  am  picking  on  SBA. 
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Possible  solutions  and  recommendations:  I  would  like  to  offer  the 
following  recommendations  and  possible  solutions  for  your  consid- 
eration: 

A.  The  National  Business  League  strongly  believes  that  the  effect 
of  negative  perceptions  regarding  minority  persons  and  their  busi- 
nesses is  perhaps  the  single  most  important  factor  retarding  busi- 
ness formation  and  development  within  the  context  of  the  Amer- 
ican free  market  enterprise  system  itself. 

We  concur  with  the  thrust  of  the  recommendation  of  the  U.S. 
Commission  on  Minority  Business  Development,  which  stated: 

First,  the  Commission  believes  that  the  continued  use  of  the  term  "socially  and 
economically  disadvantaged  smedl  business  concern"  is  inapprcpriate  because  it 
stresses  the  status  of  discrimination  rather  than  the  effects  of  discrimination  on  the 
Nation's  economic  system.  Therefore,  the  Commission  recommends  that  the  term 
"Historically  Underutilized  Business"  should  be  used  in  lieu  of  "socially  and  eco- 
nomically disadvantaged  small  business  concern"  wherever  that  latter  term  may 
now  appear  in  law  or  regulation. 

It  is  equally  important,  however,  that  Federal  legislation  must  be 
passed  which  calls  for  punitive  action  to  be  taken  against  those  fi- 
nancial, insurance,  and  commercial  entities  who  clearly  dem- 
onstrate a  documented  pattern  of  bias  against  African  American 
and  other  minority-owned  business. 

B.  To  begin  to  resolve  the  problems  of  obtaining  surety  bonding, 
we  endorse  implementation  of  the  Office  of  Federal  Procurement 
Policy  Letter  No.  91—4,  which  permits  Federal  agencies  to  accept 
irrevocable  letters  of  credit  in  heu  of  performance  or  payment 
bonds.  The  SBA's  Surety  Bond  Guarantee  Program  will  benefit 
from  a  thorough  review  as  well. 

C.  We  also  recommend  Federal  efforts  that  would  encourage  the 
private  sector  to  proffer  solutions  based  upon  its  resources.  In  fact, 
the  National  Business  League  is  currently  in  the  process  of  struc- 
turing a  package  designed  to  specifically  address  the  issue  of  bond- 
ing in  the  minority  business  community. 

D.  We  must  enforce  penalties  against  those  financial  and  com- 
mercial entities  that  would  continue  to  shut  the  door,  that  would 
allow  us  to  obtain  access  to  adequate  capital. 

E.  In  general,  we  would  recommend  a  more  comprehensive,  uni- 
fied Federal  approach  to  assisting  and  promoting  minority  business 
development.  There  are  a  number  of  very  good  ideas  already  on  the 
table,  but  the  key  element  which  any  plan  must  have  is  a  com- 
prehensive, unified  Federal  minority  business  enterprise  policy  for- 
mulation and  implementation  process. 

We  cannot  continue  to  force  our  people  to  play  the  Federal  agen- 
cy shuffle  game. 

I  would  like  to  close  with  a  quote  from  the  founder  of  the  Na- 
tional Business  League,  Dr.  Booker  T.  Washington,  who  said: 

No  people  ever  got  upon  its  feet  and  obtained  the  respect  and  confidence  of  the 
world,  which  did  not  lay  its  foundations  in  successful  business  enterprise.  .  .  . 
Although  business  and  commerce  do  not  embrace  all  the  interests  of  our  people,  we 
believe  that  without  a  solid  economic  foundation,  it  is  impossible  for  any  race  of  peo- 
ple to  make  much  enduring  or  much  permanent  progress  in  any  country  in  the 
world." 

Thank  you,  Mr.  Chairman,  Mr.  Rush,  and  members  of  the  sub- 
committee. 


50 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Copelin.  We  will  come 
back  to  because  you  raised  a  number  of  points  that  we  want  to  pur- 
sue further.  But  let  us  take  the  testimony  from  the  whole  panel 
and  then  put  questions  to  you  individually  after  we  have  it  all  in 
the  record. 

[The  prepared  statement  of  Mr.  Copelin  follows:] 
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I.        Introductory  Remarks 

To  the  Honorable  John  M.  Spratt,  Jr.,  Chairman,  the  United  States  House 
of  Representatives,  Subcommittee  on  Commerce,  Consumer  and  Monetary 
Affairs,  distinguished  Subcommittee  members,  fellow  panelists,  colleagues  and 
friends. 

As  president  of  this  nation's  oldest  national  business  organization  —  The 
National  Business  League  ~  It  is  an  honor  to  appear  before  you  this  morning, 
and  to  share  with  you  the  views  and  experiences  of  the  League's  membership 
regarding  what  we  consider  to  be  four  broad,  major  issues  facing  the  African 
American  business  community  today: 

1.  The  long-standing  problems  involved  in  obtaining  surety  bonding 
and  financing; 

2.  The  severely  limited  access  of  African  American  businesses  to 
'  sources  of  both  debt  and  equity  capital; 

3.  The  perhaps  well-intentioned,  but  historically  insufficient  and 
problematic  Federal  response  to  the  problems  and  issues 
surrounding  African  American,  as  well  as  other  minority,  business 
development;  and, 

4.  The   negative  perception  of  minority   business   in   mainstream 
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American  business  circles. 
n.       Brief  Description  of  the  National  Business  League  (NBL) 

Before  I  get  into  the  central  portion  of  my  testimony,  however,  I  would 
like  to  offer  you  a  brief  historical  overview  of  the  National  Business  League. 

Founded  on  August  23,  1900  in  Boston,  Massachusetts  by  Dr.  Booker  T. 
Washington,  and  a  group  of  400  African  American  delegates  from  throughout 
the  United  States,  the  NBL  was  officially  incorporated  in  New  York  City  in 
1905  as  the  National  Negro  Business  League. 

The  organization  was  renamed  an  re-incorporated  in  Washington,  D.C.  in 
1966,  when  it  became  the  National  Business  League.  NBL  headquarters  are 
currently  located  in  Washington,  D.C.  at  1511  K  Street,  N.W.,  Suite  432. 

Having  been  established  and  operating  12  years  before  the  U.S.  Chamber 
of  Commerce,  the  National  Business  League,  with  its  constituency  and 
membership  crossing  all  business  lines,  has  been  an  important  vehicle  for  Black 
business  persons  and  the  African  American  community,  in  general. 

The  League  began  as  a  federation  of  individuals  and  firms  dedicated  to  the 
financial  and  commercial  development  of  minority  Americans.  It  has  sought,  and 
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continues  to  seek,  to  eliminate  the  exclusion  of  the  African  American  business 
sector  from  national  economic  priorities,  not  simply  for  its  own  benefit,  but  for 
the  growth  and  the  stability  of  the  national  economy  as  well. 

Virtually  every  major  national  African  American  trade,  professional  and 
business  organization  was  formed  within  the  NBL,  such  as: 

o        The  National  Funeral  Directors,  1907 

o        The  National  Bankers  Association,  1915 

o  The  National  Association  of  Tailors,  Designers  &  Dry  Cleaners, 
1915 

o        The  National  Negro  Press  Association,  1919 

o        The  National  Negro  Finance  Corporation,  1924 

o  And,  The  National  Association  of  Colored  Merchants,  1928,  just  to 
name  a  few. 

In  the  year  1928,  NBL  also  conducted  one  of  the  first  comprehensive 
surveys  of  African  American  businesses  in  cooperation  with  the  Laura  Spelman 
Foundation.  Two  thousand  eight  hundred  and  seventeen  (2,817)  businesses  were 
surveyed  and  17,697  persons  within  those  enterprises  were  studied  over  a  period 
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of  one  year. 

In  1929,  the  League,  in  cooperation  with  the  Colored  Merchants 
Association,  the  U.S.  Department  of  Commerce  and  the  Associated  Negro  Press, 
sponsored  the  first  "Campaign  for  Better  Negro  Business."  Here,  African 
American  merchants  were  organized  into  cooperative  buying  associations  and 
were  trained  in  lecture-demonstrations  on  key  business  topics. 

As  the  nation's  oldest  business  and  trade  association,  NBL's  membership 

j 

encompasses  a  broad  spectrum  of  business  enterprises  ranging  from  international 
trading  firms  and  high  technology  manufacturers  to  small  retail  and  service- 
providing  companies  and  sole  proprietorships. 

Over  the  past  92  years,  membership  has  grown  throughout  the  country  in 
37  states  and  the  District  of  Columbia.  The  League's  national  network  includes 
127  chartered  chapters,  a  vibrant  network  of  National  Student  Business  League 
(NBSL)  chapters  on  30  college  and  university  campuses,  and  a  national  coalition 
of  30  association  affiliates  organized  and  recently  reactivated  as  the  National 
Council  for  Policy  Review  (NCPR).  The  NCPR  is  designed  to  represent  every 
facet  of  Minority  Business  Enterprise  (MBE)  activity  in  the  country. 
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During  its  long  and  distinguished  history,  advocacy  has  been  the  central 
role  of  NBL  on  the  national,  regional  and  local  levels.  The  League  continues  to 
promote  and  advocate  the  full  development  of  a  viable  and  competitive  African 
American  entrepreneurial  class,  as  an  essential  part  of  any  strategy,  which  seeks 
to  lift  this  nation's  largest  and  historically  disfranchised  minority  group  into  the 
mainstream  of  American  society. 
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in.      Discussion:  Current  Problems  Facing  African  American  business 
A.  Negative  Perception  of  African  American  business  enterprise 
In  both  its  Interim  and  Final  Reports  to  the  102nd  Congress,  the  United 
States    Commission    on    Minority    Business    Development    highlighted    the 
importance  of  the  effect  that  the  negative  perception  of  African  American  and 
other  minority  business  enterprises  has  on  their  growth  and  development. 

In  its  Interim  Report,  The  Commission  offered  a  frank  and  honest 
discussion,  which  supports  the  National  Business  League's  sincere  belief  that 
most  of  the  other  problems  faced  by  African  American  businesses  stem  from  a 
pervasive  and  extremely  negative  perception  that  Black  Businesses  and  their 
owners  are  not  good  financial  risks;  that  Black  Businesses  are  somehow  second- 
rate;  that  Black  business  owners  will  not  pay  their  debts  and  are  incapable  of 
operating,  profitably,  in  a  competitive,  mainstream  business  environment. 

Despite  numerous  studies  and  statistics  which  clearly  demonstrate  that  — 
All  else  being  equal  —  African  American  businesses  perform  no  worse  than  their 
comparable  mainstream  counterparts,  there  is  a  widespread  reluctance  on  the 
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part  of  the  commercial  banking,  venture  capital,  surety  bond,  and  capital  market 
industries  to  take  the  same  risk  with  a  Black  entrepreneur  that  they  would 
readily  do  with  a  white  one. 

This  negative  perception  of  Black  Business  is  at  the  very  core  of  the  three 
remaining  areas  where  NBL  members  and  their  constituents  have  witnessed 
problems: 

B.       The  Issue  of  Surety  Bonding 

Historically,  African  American  and  other  minority  contractors  have 
complained  about  the  difficulties  involved  in  securing  surety  bonding.  This  fact 
has  frequently  been  cited  to  explain  the  low  numbers  of  minority  contractors  in 
medium  and  large  scale  government  construction  projects. 

In  1987,  for  example,  the  typical  minority  owned  firm's  total  annual 
receipts  in  the  construction  industry  were  only  45  percent  of  the  average  receipts 
for  all  United  States  construction  firms.  Though  detailed  statistics  were  not 
available  at  the  time  this  presentation  was  prepared,  there  is  a  well-founded 
assumption  that  the  percentage  for  African  American  owned  construction  firms 
is  far  lower  than  the  45  percent  over-all  average  for  all  minority  construction 
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firms. 

While  there  have  been  many  well-intentioned  efforts,  both  public  and 
private,  to  attempt  to  address  the  problems  of  securing  performance  or  payment 
bonds,  there  has  been  no  significant  increase  in  the  number  or  percentage  of 
African  American  construction  firms  which  have  been  able  to  secure  adequate 
bonding. 

The  National  Business  League  is  convinced  that  a  large  part  of  the  failure 
of  public  and  private  sector  efforts  to  increase  acquisition  of  surety  bonds  for 
African  American  and  other  minority  firms  is  a  direct  result  of  the  negative 
perception  regarding  these  firms,  which  are  more  often  than  their  white 
counterparts  to  be  considered  bad  risks. 

The  significance  of  the  construction  industry  in  the  creation  of  jobs, 
especially  for  minority  Americans,  makes  the  issue  of  surety  bonding  one  which 
demands  immediate  attention  and  action. 

Current  plans  of  the  Clinton  Administration  to  launch  a  major 
infrastructure  rebuilding  effort  in  the  nations  cities  and  states  suggests  the 
possibility  of  a  boom  in  the  construction  industry.  African  American  and  other 


60 

Testimony  -  U.S.  House  Subcommittee 
Commerce,  Consumer  and  Monetary  Affairs 

July  12,  1993 
Page  10 

minority  construction  firms  need  adequate  surety  bonding  so  that  they  too  can 
qualify  to  compete  for  medium  and  large  scale  construction  projects. 

C.  Severely  Limited  Access  to  Capital 

I'm  certain  that  most  of  us  in  this  room  today  are  aware  of  the  severe 
limitations  and  cultural  barriers  that  have  historically  blocked  our  full  access  of 
to  capital.  And,  I'm  also  sure  that  we  all  know  that  it  is  the  lack  of  access  to 
capital  which  is  the  most  frequently  cited  obstacle  facing  minority  business 
formation  and  development. 

For  these  reasons  and  because  of  the  necessity  to  limit  my  comments  here 
I  will  not  go  into  any  further  detail  regarding  the  nature  of  this  problem.  We 
are  all  fiiUy  aware  that  it  exists,  and  that  we  must  come  up  with  innovative  ways 
to  redress  this  long-standing  grievance. 

D.  Federal  Programs  to  Promote  Minority  Business  Development 

In  existence  for  more  than  half  a  century  before  the  passage  of  the  Small 
Business  Administration  Act  (SBA)  of  1953,  the  National  Business  League  has 
the  unique  perspective  of  having  been  an  active  participant  in  virtually  every 
minority  focused  business  program  ever  initiated  on  Capitol  Hill. 
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We  are  fully  aware  that  neither  the  SBA  nor  its  8A  and  7J  programs  were 
originally  designed  to  assist  minority  business.  NBL  was  there  when  Congress 
passed  the  very  first  Small  Business  Act  --  The  Small  Business  Act  of  1942  - 
which  created  the  Smaller  War  Plants  Corporation  (SWPC),  whose  stated 
purposed  was  to  provide  small  business  with  the  tools  that  would  allow  their 
production  of  goods  and  services  needed  in  the  Second  World  War. 

The  NBL  was  also  there  in  January  1946,  when  this  agency  was  shut 
down  and  its  more  important  powers  transferred  to  the  Reconstruction  Finance 
Corporation  (RFC)  and  a  newly  establish  Office  of  Small  Business  within  the 
U.S.  Department  of  Commerce. 

It  was  not  until  the  1960s  that  the  Federal  government  made  any 
meaningful  efforts  to  assist  minority  business,  with  primary  emphasis  on  righting 
some  of  the  wrongs  that  had  been  experienced  for  almost  a  century  by  this 
nation's  Black  business  class. 

While  many  of  the  Federal  government's  efforts  have  resulted  in  at  least 
temporary  improvements  for  minority  business  ~  Especially  many  of  the 
programs  implemented  and  conducted  during  the  1970s  -  Such  as  Executive 


62 

^  Testimony  -  U.S.  House  Subcommittee 

Commerce,  Consumer  and  Monetary  Affairs 

July  12,  1993 
Page  12 

Order  1 1625,  the  Office  of  Minority  Business  Enterprise,  and  the  establishment 
of  the  Minority  Enterprise  Small  Business  Investment  Company  (MESBIC). 
Many    federal    programs    actually    impede    and    hinder    minority    business 
development,  rather  than  encouraging  their  growth  and  development. 
For  example,  the  Small  Business  Administration: 

1.  Has  not  been  able  to  process  applications  within  the  90  day  period 
mandated  by  The  Business  Opportunity  Development  Reform  Act 
of  1988; 

2.  Has  missing  or  inaccurate  data  in  its  Financial  Information  System, 
which  is  its  primary  source  for  managing  the  8A  Program; 

3.  Does  not  know  the  full  extent  of  management  and  technical 
assistance  provided  to  8A  firms,  because  it  does  not  track  the 
various  forms  of  assistance  provided  by  contractors  and  other; 

It  would  be  just  as  easy  to  cite  problems  in  other  agencies  with  programs 
geared  to  assist  minority  business. 
rV,     Possible  Solutions  and  Recommendations 

I  would  like  to  offer  the  following  recommendations  and  possible  solutions 
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for  your  consideration: 

A.  The  National  Business  League  strongly  believes  that  the  effect  of 
negative  perceptions  regarding  minority  persons  and  their  businesses 
is  perhaps  the  single  most  important  factor  retarding  business 
formation  and  development  within  the  context  of  the  American  free 
market  enterprise  system  itself. 

We  concur  with  the  thrust  of  the  recommendation  of  the  U.S. 
Commission  on  Minority  Business  Development,  when  it  stated: 
"First,  the  Commission  believes  that  the  continued  use  of  the 
term  'socially  and  economically  disadvantaged  small  business 
concern'  is  inappropriate  because  it  stresses  the  status  of 
discrimination  rather  than  the  effects  of  discrimination  on  the 
nation's  economic  system.  Therefore,  the  Commission 
recommends  that  the  term  'Historically  Underutilized  Business' 
(HUB)  should  be  used  in  lieu  of  'socially  and  economically 
disadvantaged  small  business  concern'  wherever  that  latter  term 
may  now  appear  in  law  or  regulation." 
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It  is  equally  important,  however,  that  Federal  legislation  must  be 
passed,  which  calls  for  punitive  action  to  be  taken  against  those 
financial,  insurance  and  commercial  entities  who  clearly 
demonstrate  a  documented  pattern  of  bias  against  African  American 
and  other  minority  owned  businesses. 

B.  To  begin  to  resolve  the  problems  of  obtaining  surety  bonding,  we 
endorse  implementation  of  the  Office  of  Federal  Procurement  Policy 
(OFPP)  Letter  No.  91-4,  which  permits  federal  agencies  to  accept 
irrevocable  letters  of  credit  in  lieu  of  performance  or  payment 
bonds.  The  SBA's  Surety  Bond  Guarantee  Program  would  benefit 
from  a  thorough  review  as  well. 

C.  We  would  also  recommend  federal  efforts  that  would  encourage  the 
private  sector  to  proffer  solutions  based  upon  its  resources.  In  fact, 
the  National  Business  League  is  currently  in  the  process  of 
structuring  a  package  designed  to  specifically  address  the  issue  of 
bonding  in  the  minority  business  community. 
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D.  We  must  enforce  penalties  against  those  financial  and  commercial 
entities  that  would  continue  to  shut  the  door,  that  would  allow  us  to 
obtain  access  to  adequate  capital. 

E.  In  general,  we  would  recommend  a  more  comprehensive,  unified 
federal  approach  to  assisting  and  promoting  minority  business 
development.  There  are  a  number  of  very  good  ideas  already  on 
the  table,  but  the  key  element  which  any  plan  must  have  is  a 
comprehensive,  unified  federal  minority  business  enterprise  policy 
formulation  and  implementation  process. 

We  cannot  continue  to  force  our  people  to  place  the  federal  agency 
shuffle  game. 
I'd  like  to  close  with  a  quote  from  the  founder  of  the  National  Business 
League,  Dr.  Booker  T.  Washington,  who  said: 

"No  people  ever  got  upon  its  feet  and  obtained  the  respect  and 
confidence  of  the  world,  which  did  not  lay  its  foundations  in  successful 
business  enterprise... Although  business  and  commerce  do  not  embrace  all 
the  interests  of  our  people,  we  believed  that  without  a  solid  economic 
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foundation,  it  is  impossible  for  any  race  of  people  to  mskke  much  enduring 
or  much  permanent  progress  in  any  country  in  the  world." 
Thank  you. 
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Mr.  Spratt.  I  believe  Mr.  Ramirez  is  here.  We  have  your  testi- 
mony, and  we  will  make  it  part  of  the  record.  You  can  read  it  or 
summarize  it  as  you  see  fit. 

STATEMENT  OF  DAVID  RAMIKBZ,  PRESIDENT,  ILLINOIS 
SECTION  8(A)  CONTRACTORS  ASSOCIATION 

Mr,  Ramirez.  Thank  you  very  much. 

Good  morning,  Mr.  Chairman.  My  name  is  David  Ramirez,  presi- 
dent of  the  IlUnois  8(a)  Contractors  Association  here  in  Illinois.  I 
would  like  to  present  the  rest  of  the  executive  directors  that  are 
present  from  the  Illinois  8(a)  Contractors  Association.  Would  you 
gentlemen  please  stand?  And  other  8(a)  contractors,  would  you 
please  stand? 

[Members  of  the  audience  rise.] 

Mr.  Ramirez.  Basically  our  8(a)  Contractors  Association  is  com- 
prised of  architects  and  engineers,  nonprofessional,  professional, 
consultants,  manufacturers  and  distributors,  and,  of  course,  con- 
tractors. 

I  would  Hke  to  thank  the  members  of  the  Commerce,  Consumer, 
and  Monetary  Affairs  Subcommittee  for  the  opportunity  to  present 
the  Illinois  8(a)  Contractors  Association's  view  of  the  SBA  program 
and  other  minority  businesses. 

I  would  Hke  to  state  that  the  Illinois  Contractors  Association  is 
composed  of  various  businesses.  We  are  referred  to  as  contractors; 
we  mean  businesses  that  deal  in  contracting  with  the  Federal  Gov- 
ernment. 

We  recognize  that  there  are  many  initiatives  to  help  minority 
businesses  at  the  city,  county.  State,  and  Federal  level,  as  well  as 
in  the  private  sector.  The  objective  is  to  enable  minority  businesses 
to  become  self-sustaining  in  a  competitive  atmosphere. 

At  the  Federal  level,  you  have  various  groups  and  programs: 
One,  Small  Business  set-aside  Programs;  two.  Small  Business  Sub- 
contracting Programs;  three.  Small  and  Disadvantaged  Business 
set-aside  Program;  four.  Small  and  Disadvantaged  Business  Sub- 
contracting Program;  and  five,  of  course,  you  have  the  10  percent 
preference  plan  under  that  SDB,  aiidl-he  labor  surplus  area  and 
of  course  the  8(a)  program. 

We  have  other  programs  at  the  State  level,  such  as  the  Illinois 
Department  of  Transportation  and  the  Capital  Development  Board, 
which  are  meeting  the  10-percent  goals. 

We  have  25-percent  goals  here  in  the  city  of  Chicago,  25  percent 
through  the  county,  and  other  agencies  such  as  water  reclamation, 
METRA,  Chicago  Transit  Authority,  which  is  funded  by  UMTA, 
and,  of  coiu"se.  Navy  Pier  and  other  various  agencies  here  in  the 
city. 

If  every  program  were  to  be  awarded  for  set-aside  goals  in  con- 
tracts, there  would  hardly  be  enough  minority  contractors  or  sup- 
pliers to  meet  those  requirements.  But  despite  all  these  efforts,  the 
question  still  remains  whether  enough  disadvantaged  are  benefit- 
ing from  these  programs  and  achieving  their  goal  of  joining  the 
mainstream  of  American  business. 

The  Federal  Government  currently  employs  individuals  known  as 
Procurement  Center  Representatives,  known  as  the  PCR's,  whose 
job  it  is  to  review  all  government  procurement  opportunities  and 
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determine  whether  any  of  these  contracts  are  suitable  for  award 
through  the  various  Federal  initiatives  mentioned  previously.  The 
Federal  regulations  empower  the  PCR's  with  the  authority  to  pro- 
test the  failure  of  any  agencyto  award  a  contract  through  the 
method  recommended  oy  the  PCR.  Notwithstanding  their  tremen- 
dous power  and  access  to  information,  there  remains  an  unneces- 
sary lack  of  award  of  contracts  through  the  SBA  8(a)  and,  of 
course,  the  small  and  disadvantaged  business  set-aside  program. 

Why  is  that?  There  is  a  tremendous  need  to  accurately  assess  the 
existence  and  capabilities  of  the  minority  business  community,  and 
to  match  those  capabilities  with  the  buyers  in  the  government. 
Without  knowing  what  minorities  are  capable  of  performing  or  pro- 
viding, it  will  continue  to  be  difficult  for  each  agency  to  meet  their 
goals. 

It  is  continuously  alleged  that  there  are  not  enough  quaUfied  mi- 
nority contractors  to  perform  the  requirements  available  or  to  be 
competitive  within  a  set-aside  competition  setting. 

We  suggest  that  there  are  too  many  entities  attempting  to  build 
up  a  data  base  of  MBE's  and  DBE's  and  none  are  succeeding  in 
achieving  the  maximum  goal:  To  provide  each  party  involved  in 
awarding  contracts  to  minority  firms  with  enough  information  to 
make  an  intelligent  decision  as  to  whether  a  particular  require- 
ment can  be  performed  by  a  minority. 

Over  the  past  2  years,  SBA  has  attempted  to  implement  the  8(a) 
competitive  program.  This  program  has  been  a  dismal  failure  be- 
cause of  several  reasons:  First,  the  legislative  requirement  that  the 
contract  be  over  $3  million  is  beyond  the  capabilities  of  most  8(a) 
firms  to  afford  the  agency  sufficient  bids  to  justify  the  award  of  th-3 
contract.  Thus,  requirements  designated  for  the  8(a)  competitive 
program  are  eventually  withdrawn  and  placed  in  the  open  market 
unrestricted,  where  chances  of  a  minority  contractor  participating 
are  close  to  nil. 

It  is  equally  true  of  the  small  and  disadvantaged  business  set- 
aside  program.  T-oo  many  of  the  small  and  disadvantaged  business 
requirements  are  $5  million  or  more. 

All  this  decisionmaking  involving  millions  of  dollars  is  being  done 
without  the  benefits  of  an  adequate  data  base  on  minority  contrac- 
tors and  their  qualifications.  If  such  information  was  available  to 
the  agencies,  they  could  match  the  requirements  with  the  availabil- 
ity of  the  minority  contractors. 

Enforcement  of  the  current  regfulations  are  important:  One  of  the 
most  critical  programs  is  the  large  purchase  subcontracting  pro- 
gram. Bilhons  of  dollars  are  awarded  to  large  firms  and  under  the 
regulations  they  are  required  to  subcontract  at  least  10  percent  to 
small  businesses.  The  regulations  provide  that  large  businesses 
which  fail  to  award  their  fair  share  of  the  contracts  to  small  busi- 
nesses can  have  their  contract  terminated  and/or  barred  fi-om  fur- 
ther contracting  with  the  government.  Is  this  being  done  currently? 

After  award,  good  faith  efforts:  One  of  the  basic  faults  of  this  pro- 
gram is  that  lai^^e  businesses  are  allowed  to  make  a  good  faith  ef- 
fort to  meet  their  goal  after  the  award  of  the  contract.  We  believe 
that  large  businesses  should  be  required  to  state,  at  the  time  of 
their  bid,  which  small  businesses  or  minority  businesses  they  will 
be  using  to  meet  their  goals.  It  is  only  through  this  method  that 
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large  businesses  will  be  forced  to  comply  with  the  goal,  and  small 
businesses  can  feel  that  they  will  not  be  "shopped  around"  after 
award.  That  is  currently  being  done. 

Termination,  liquidated  damages,  and  disbarment:  We  believe 
that  all  large  businesses  that  have  not  met  their  small  business 
goals  should  be  seriously  reviewed;  and  where  warranted,  legal  ac- 
tion taken  against  those  large  businesses  that  have  not  made  a 
good  faith  effort  to  meet  their  goal. 

Publication  of  notice:  It  should  be  required  of  large  businesses 
that  they  publish  either  in  daily  newspapers  throughout  the  coim- 
try  or  through  the  Commerce  Business  Daily  that  uiey  are  having 
trouble  recruiting  right  now  minority  contractors  and/or  that  they 
are  seeking  a  waiver  or  reduction  of  the  goal  on  a  particular  re- 
quirement. 

Coordination  among  the  agencies  and  the  programs:  There 
should  be  consolidation  or  at  least  an  effort  at  coorcunation  of  all 
the  resources  available  to  minority  businesses.  Starting  at  the  Fed- 
eral level,  there  is  a  need  to  merge  some  of  the  resources  of  the  Mi- 
nority Business  Development  Agency,  known  as  MBDA,  to  form 
and  coordinate  with  the  Small  Business  Administration. 

Centers:  Specifically,  the  SBA  Small  Business  Centers  should  be 
merged  with  the  MBDA's  Business  Development  Centers  to  in- 
crease the  data  bases.  This  would  help  out  tremendously  with  mi- 
norities in  acknowledging  their  capabilities.  Currently  the  SBA's 
PASS  system  should  be  merged  with  the  MBDA  PROFILE  system 
and  then  all  Federal  agencies  should  use  one  central  data  base 
from  which  to  identify  potential  service  providers. 

And,  of  course,  the  Standard  Form  129:  The  Federal  Government 
should  consolidate  the  use  of  SF  129  so  that  this  form  is  necessary 
to  get  on  the  bidding  list  of  all  targeted  agencies  and  identify  those 
minority  contractors. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Spratt.  lliank  you  very  much,  Mr.  Ramirez.  You  not  only 
brought  us  some  important  perspectives,  but  you  made  some  good 
hard  recommendations  that  I  think  merit  our  attention  and  study. 

[The  prepared  statement  of  Mr.  Ramirez  follows:] 
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Illinois  8(a)  Contractors  Association 

2998  S.  Archer  Ave. 

Chicago.  IL  60608 

(312)  847-2951 

TESTIMONY  FOR  THE  SUBCOMMITTEE  OF 
COMMERCE.  CONSUMER  AND  MONETARY  AFFAIRS 

PRESENTED  BY:    DAVIO  M.  RAMIREZ,  PRESIDENT 

ILLINOIS  8(a)  CONTRACTORS  ASSOCIATION 
CHICAGO.  IL 


I  would  like  to  thank  the  members  of  the  Commerce,  Consumer,  and  Monetary 
Affairs  Committee  for  the  opportunity  to  present  the  Illinois  8(a)  Contractors  Associations' 
view  on  the  SBA  8(a)  and  other  minority  programs. 

I  would  like  to  state  the  ICA  is  composed  all  types  of  business.  When  we  refer  to 
contractors,  we  mean  all  businesses  "contracting"  with  the  federal  government.  . 

We  recognize  the  that  there  are  many  initiatives  to  help  minority  business  at  the 
city,  county,  state  and  federal  level;  as  well,  as  in  the  private  sector.  The  objective  is  to 
enable  minority  businesses  to  become  self-sustaining  in  a  competitive  atmosphere. 

At  the  federal  level,  the  government  has  the: 

(1)  Small  Business  Set  Aside  Program 

(2)  Small  Business  Subcontracting  Program 

(3)  Small  and  Disadvantaged  Business  Set  Aside  Program 

(4)  Small  and  Disadvantaged  Business  Subcontracting  Program 

(5)  Small  and  Disadvantaged  Business  10%  Preference  Program 

(6)  Labor  Surplus  Area  Set  Aside  Program 
(5)  SBA  8(a)  Program 

You  have  other  programs  at  the  state  level:  the  IDOT  subcontracting  and  set 
aside  program;  10%  Central  Management  Services  program  and  the  Capital 
Development  Board's  10%  goal  program. 

You  have  a  25%  goal  program  with  the  City  of  Chicago;  25%  with  the  County  of 
Cook.  With  other  programs  at  the  Water  Reclamation  District;  METRA  and  Chicago 
Transit  Authority;  Navy  Pier. 

If  every  program  awarded  their  set  goal  in  contracts;  there  would  not  be  enough 
minority  contractors  and  suppliers  to  meet  the  requirements. 

Despite  all  these  efforts,  the  question  remains  whether  enough  disadvantaged  are 
benefitting  from  these  programs  and  achieving  their  goal  of  joining  the  "mainstream"  of 
the  American  business  community. 


71 


Illinois  8(a)  Contractors  Association 

2998  S.  Archer  Ave. 

Chicago,  IL  60608 

(312)  847-2951 

PROCUREMENT  CENTER  REPRESENTATIVES 

The  federal  government  currently  employs  individuals,  known  as  Procurement 
Center  Representatives  (PCRs)  who  job  it  is  to  review  alt  government  procurement 
opportunities  and  determine  whether  any  of  those  contracts  are  suitable  for  award 
through  the  various  federal  initiatives  mentioned  previously. 

The  federal  regulations  empower  the  PCRs  will  the  authority  to  protest  the  failure 
of  an  agency  to  award  a  contract  through  the  method  recommended  by  the  PCR. 

Notwithstanding  their  tremendous  power  and  access  to  information,  there  remains 
an  unnecessary  lack  of  award  of  contracts  through  the  SBA  8(a)  and  Small  and 
Disadvantaged  Business  Set  Aside  program. 

Why?  There  is  a  tremendous  need  to  accurately  assess  the  existence  and 
capabilities  of  the  minority  business  community;  and  to  match  those  capabilities  with  the 
buyers  In  the  government.  Without  knowing  what  minorities  are  capable  of  performing 
or  providing,  it  will  continue  to  be  difficult  for  each  agency  to  meet  their  goals. 

IT  IS  CONTINUOUSLY  ALLEGEDTHATTHERE  ARE  NOT  ENOUQHQUALIFIED 
MINORITY  CONTRACTORS  TO  PERFORM  THE  REQUIREMENTS  AVAILABLE  OR  TO 
BE  COMPETITIVE  WITHIN  A  SET  ASIDE  COMPETITION  SETTING! 

We  suggest  that  there  are  too  many  entities  attempting  to  build  up  a  data  base 
of  IvIBE/DBEs  and  none  are  succeeding  in  achieving  the  maximum  goal:  to  provide  each 
party  involved  in  awarding  contracts  to  minority  firms  with  enough  information  to  make 
an  Intelligent  decision  as  whether  a  particular  requirement  can  be  performed  by  a 
minority. 

Over  the  past  two  years.  SBA  has  attempted  to  implement  the  8(a)  Competitive 
Program.  This  program  has  been  a  dismal  failure  because  of  several  reasons:  (1)  the 
legislative  requirement  that  the  contract  be  over  $3,000,000  is  beyond  the  capabilities  of 
enough  8(a)  firms  to  afford  the  agency  sufficient  bids  to  justify  the  award  of  the  contract. 
Thus  requirements  designated  for  the  8(a)  competitive  program  are  eventually  withdrawn 
and  placed  in  the  open  market. 

This  is  equally  true  of  the  SBD  Set  Aside  Program.  Too  many  of  the  SOB  set 
aside  requirements  are  $5,000,000  or  more. 

All  this  decision  making  involving  millions  of  dollars  is  being  done  without  the 
benefits  of  an  adequate  data  base  on  minority  contractors.  If  such  information  was 
available  to  the  agencies,  they  could  match  the  requirements  with  the  availability  of  the 
minority  contractors. 
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ENFORCEMENT  OF  CURRENT  REGULATIONS 

Largt  Purchase  Subcontracting  Program.  One  of  the  most  critical  programs  is 
the  Large  Purchase  Subcontracting  Program.  Billions  of  dollars  are  awarded  to  "large" 
firms  and  under  the  regulations  they  are  required  to  subcontract  at  least  10%  to  small 
businesses. 

The  regulations  provide  that  large  businesses  which  fail  to  award  their  'fair  share" 
of  the  contract  to  small  business  can  have  their  contract  terminated  and/or  bar  from 
further  contracting  with  the  government. 

After  Award  "Good  Faith'  Efforts.  One  of  the  basic  faults  of  this  program  is  that 
large  businesses  are  allowed  to  make  a  good  faith  effort  to  meet  their  goal  after  the 
award  of  the  contract.  We  believe  that  large  businesses  should  be  required  to  state,  at 
bid  time,  which  small  businesses  they  will  be  using  to  meet  their  goal.  It  is  only  through 
this  methods  that  large  businesses  will  be  forced  to  comply  with  the  goat  and  small 
businesses  can  feel  that  they  will  not  be  "shopped  around"  after  award. 

Termination,  Liquidated  Damages  and  Disbarment.  We  believe  that  all  large 
businesses  that  have  not  met  their  SB  goals  should  seriously  reviewed  and  where 
warranted  legal  action  taken  against  those  large  business  that  have  not  made  a  good 
faith  effort  to  meet  their  goal. 

Publication  of  Notice.  It  should  be  required  of  large  business  that  they  publish 
either  in  daily  newspapers  through  out  the  country  or  thru  the  Commerce  Business  Daily, 
they  are  having  trouble  recruiting  minority  contractors  and/or  that  they  are  seeking  a 
waiver  or  reduction  of  the  goal  on  a  particular  requirement. 

COORDtNATtON  AMONG  THE  AGENCIES  AND  PROGRAMS 

There  should  be  consolidation,  or  at  least  an  effort  at  coordination  of  all  the 
resources  available  to  minority  businesses.  Starting  at  the  federal  level,  there  is  a  need 
to  merge  some  of  the  resources  of  the  Minority  Business  Development  Agency  with  that 
of  the  Small  Business  Administration. 

Centers.  Specifically,  the  SBA's  Small  Business  Centers  should  be  merged  with 
the  MBDA's  Business  Development  Centers. 

Data  Bases.  SBA's  PASS  System  should  be  merged  with  MBDA's  PROFILE 
system;  and  then  all  federal  agencies  should  use  ONE  CENTRAL  DATA  BASE  from 
which  to  identify  potential  service  providers. 

Standard  Form  129.  The  federal  government  should  consolidate  the  use  of  the 
SF129  so  that  one  129  is  necessary  to  get  on  the  bidding  listing  of  every  targeted 
agency. 
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Mr.  Spratt.  The  next  witness  is  Mr.  Joe  Williams,  who  is  the 
President  of  Target  Group.  Mr.  Williams, 

STATEMENT  OF  JOSEPH  WILLIAMS,  PRESIDENT,  TARGET 

GROUP,  INC. 

Mr.  Williams.  Chairman  Spratt,  thank  you  and  good  morning. 
Welcome  to  Chicago.  We  are  glad  to  have  your  subcommittee  here 
with  us.  Also,  I  would  like  to  say  on  behalf  of  Chicago,  welcome  to 
our  native  son,  Congressman  Rush.  We  are  always  happy  to  see 
him  when  he  comes  back  home.  We  do  not  see  him  here  enough; 
we  would  like  to  see  him  here  every  day,  not  2  or  3  days  a  week. 

I  have  prepared  testimony  for  you  and  I  understand  that  testi- 
mony will  be  made  a  part  of  the  record.  In  the  spirit  of  time,  I 
would  like  to  ask  you  to  intact  take  the  testimony. 

I  would  like  to  focus  my  comments  this  morning  on  some  high- 
lights I  would  like  to  cover  so  we  would  have  a  little  bit  more  time 
for  questions  and  answers  afterwards. 

We  were  asked  to  talk  about  surety  bonding.  As  many  of  you 
know,  our  firm  has  been  involved  in  the  last  year  with  an  organiza- 
tion called  Minority  Business  Development  Administration,  and  we 
have  been  asked  as  a  firm  to  provide  assistance  to  minority  con- 
struction firms,  who  are  involved  in  requiring  technical  assistance 
of  one  tjrpe  or  the  other.  As  a  result  of  that  involvement,  we  have 
been  focusing  on  bonding  for  minority  firms  and  that  is  what  I 
would  like  to  talk  about  this  morning. 

We  were  asked  to  comment  on  some  of  the  obstacles  that  are  fac- 
ing small  minority  and  women  contractors.  Just  to  give  you  some 
background,  our  experience  over  the  past  10  years  indicates  that 
substantial  numbers  of  MBE  firms  are  being  denied  opportunities 
to  be  prime  and  second-tier  subcontractors  solely  on  the  basis  of 
their  inability  to  acquire  a  bond.  We  have  been  involved  in  some 
70  projects  over  this  time,  and  an  average  of  at  least  one  contractor 
per  project  has  been  denied  access  because  they  could  not  get  a 
bond.  Statistically,  this  means  that  approximately  70  contractors 
have  been  denied  contracts  during  this  time  period.  If  their  inabil- 
ity to  get  a  bond  was  truly  the  onW  criteria  that  eliminated  these 
firms,  then  clearly  opportunities  for  growth  and  development  of 
these  firms  has  been  hampered.  Consequently,  this  loss  translates 
into  lost  jobs  and  economic  impact  for  our  communities. 

One  example  at  the  Federal  level  exists  on  a  current  project  at 
the  Postal  Service  here  in  downtown  Chicago.  A  Chicago-based  con- 
tractor had  a  low  bid  on  the  contract  with  the  general  contractor; 
but  because  he  had  a  B-rated  bond  and  not  an  A-rated  bond,  he 
was  denied.  The  A-rated  bond  requirement  was  a  requirement  im- 
posed by  the  Postal  Service.  Because  he  did  not  have  an  A-rated 
bond  but  did  have  a  B-rated  bond,  he  was  denied  a  contract.  Now 
this  contract  was  worth  $5  million;  it  was  a  substantial  contract 
that  that  firm  was  denied  access  to  just  because  he  could  not 
produce  a  bond. 

Another  example 

Mr.  Spratt.  Could  I  just  interrupt  you  for  clarification?  When 
you  say  B-rated  as  opposed  to  A-rated,  you  are  referring  to  the 
Best  insurance  rating? 

Mr.  Williams.  Yes. 
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Another  example,  in  the  city  of  Chicago  we  have  a  target  market 

f)roCTam,  that  is  a  program  sponsored  by  the  city  of  Chicago.  Clear- 
y  this  program  is  designed  to  shelter  certain  contracts  for  minority 
and  women-owned  firms,  and  the  purpose  here  is  to  try  to  ensure 
that  there  is  some  competition  for  these  firms  within  certain  sec- 
tors of  the  marketplace.  The  sheltered  market  program  is  a  great 
program,  except  that  they  have  two  caveats  in  the  program.  And 
the  two  caveats  that  are  in  the  program  is  that  the  firms  must 
have  both  audited  financial  statements  and  they  must  be  able, 
agsdn,  to  achieve  a  bond  rating  where  they  can  actually  get  bonds. 
It  appears  that  because  of  these  two  categories  of  requirements  a 

f urogram  that  is  well  intentioned  and  one  that  started  out  witii  a 
ot  of  enthusiasm,  is  actually  going  to  have  a  dampening  effect  on 
the  number  of  firms  that  can  actually  participate  in  the  program. 
This  comes  strictly  because  on  most  oi  these  contracts  it  will  he  dif- 
ficult for  minority  firms  to  continually  have  either  the  bonding 
mechanisms  that  they  have  in  place  to,  in  fact,  achieve  the  type  of 
creditworthiness  that  will  be  necessary  for  tnem  to  achieve  the 
bonds,  or  the  ability  on  a  continual  basis  to  supply  tiie  people  with 
audited  financial  statements. 

Let  me  talk  to  you  about  some  of  the  things  that  are  going  on 
in  the  private  sector  because  I  think  that  the  private  sector  is  an 
area  that  we  advocate  that  the  Federal  Government  do  more  to 
stimulate  activity.  We  believe  that  the  construction  industry  in  the 
private  sector,  which  is  made  up  of  primarily  the  majority  contract- 
ing community,  is  an  area  where  there  is  an  opportunity  to  create 
new  opportunities  for  minority  firms  to  work  with  these  majority 
contractors. 

As  you  know,  the  construction  industry  is  close-knit;  it  is  family 
dominated.  Many  firms  are  in  their  second  or  third  generation  op- 
erating structures.  This  is  what  we  call  the  old  buddy  network.  Mi- 
norities and  women,  unless  thev  are  part  of  construction  families, 
have  been  and  will  continue  to  be  excluded  whenever  possible.  The 
industry  has  consistently  supported  this  network  by  either  waiving 
bonds  or  doing  joint  ventures  where  bond  exposure  could  be  shared. 
Recentlv,  we  nave  begun  to  see  some  major  contractors  begin  to 
make  these  bonding  resources  available  to  minority  and  women 
contractors. 

Our  first  recommendation  to  this  committee  is  that  the  industry 
should  receive  incentives  to  continue  to  stimulate  their  willingness 
to  assist  minority  and  women-owned  firms.  Some  of  the  examples 
that  we  have  talked  to  some  of  the  majority  contracting  community 
about,  that  they  have  expressed  some  interest  in  exploring  with  us, 
are:  One,  speedy  payments  to  contractors  who  assist  minority  and 
women-owned  firms;  two,  enhanced  minority  and  women  business 
credit  on  contracts  when  bond  assistance  is  supplied  by  the  con- 
tractor* three,  bonus  points  leading  to  the  award  of  a  contract;  four, 
allow  tor  negotiated  retention  arrangements  based  upon  contrac- 
tor's support  of  programs  establishea  for  MBE's  and  WBE's;  and 
last,  award  of  technical  assistance  grants  to  associations  and  ma- 
jority prime  contractors  who  assist  minority  and  women-owned 
firms. 

Besides  making  the  construction  industry  more  proactive  as  it  re- 
lates to  working  with  MBE  and  WBE  firms,  the  other  equally  im- 
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portant  initiative  has  to  be  getting  the  surety  bond  industry  to  be 
more  aggressive  in  its  assistance  programs  to  MBE  and  WBE 
firms,  where  bonding  requirements  are  a  part  of  the  requirement 
for  contracts.  Recently,  Amwest  Surety  Insurance  Co.  announced  a 
maior  initiative  to  assist  minority  firms  with  bonding  requirements 
and  the  acquisition  of  performance  bonds.  There  are  many  more 
firms  in  the  industry  who  could  do  the  same  thing.  I  believe  this 
committee  should  convene  a  meeting  of  the  surety  bond  industry 
leadership  and  challenge  them  to  come  up  with  new  approaches  to 
assisting  minorities  and  women.  This  step  is  mandatory  if  any  sig- 
nificant progress  is  going  to  really  be  expected  in  this  area. 

Finally,  increasing  opportunities  for  small  minority  and  women- 
owned  firms:  Every  Federal  agency,  department,  and  commission 
should  estabUsh  goals  for  the  utilization  of  small  minority  and 
women-owned  firms.  These  goals  should  be  mandated,  Hke  the 
USDOT  programs,  not  best  efforts  like  many  of  the  other  agencies 
that  exist.  The  Federal  Executive  Service  should  receive  extensive 
training  in  how  to  identify,  quantify,  and  establish  5-year  affirma- 
tive action  plans  to  increase  the  utilization  of  these  firms  over  a  5- 
year  period.  The  budgets  of  both  the  SBA  and  MBDA  should  be  sig- 
nificantly increased  to  ensure  that  technical  assistance  is  available 
for  the  various  needs  of  minority  and  women-owned  firms. 

Thank  you,  Mr,  Chairman. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Williams. 

[The  prepared  statement  of  Mr.  Williams  follows:] 
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Public  Testimony 

by 

Joseph  A.  Williams,  President 

Target  Group  Inc. 

Chicago,  Diinois  July  12,  1993 

Subject:  Issues  Facing  Minority  and  Women  Owned  Contractors 

For:     Subcommittee  on  Commerce,  Consumer,  and  Monetary  Affairs 

About  the  Firm 

Target  Group  Inc.  provides  a  results-oriented  approach  to  affirmative  action  planning  and 
implementation  in  the  areas  of  minority-  and  women-owned  business  development,  and  human 
resources  and  organizational  development.  The  firm  creates  innovative  programs  to  increase  the 
participation  of  minorities  and  women  in  the  marketplace  and  the  labor  force  through  contracting 
and  employment  opportunities.  In  addition,  Target  Group  serves  as  a  catalyst  to  initiate 
networking  opportunities  for  minorities  and  women  by  facilitating  linkages  with  real  estate 
developers,  corporations,  communities  and  local  organizations. 

Target  Group  was  founded  by  Joseph  A.  Williams  and  Donald  I.  Kane  in  1983  and  serves 
public-  and  private-sector  clients  with  an  emphasis  on  the  real  estate,  construction  and 
transportation  industries.  The  firm's  private-sector  clients  have  included  JMB  Realty  Corp. ,  Stein 
&  Company,  DePaul  University,  Lexington  Homes,  Greyhound  Lines  Inc.,  Saks  Fifth  Avenue 
and  The  Levy  Organization.  In  the  public  sector.  Target  Group  has  fulfilled  assignments  for  the 
Chicago  Park  District,  County  of  Cook,  Metra,  Metropolitan  Pier  and  Exposition  Authority,  and 
the  Illinois  State  Toll  Highway  Authority  focusing  Primarily  on  ways  to  embellish  their  existing 
M/WBE  programs. 

Target  Group's  efforts  have  resulted  in  substantially  increased  minority  and  female  participation 
in  projects  such  as  AT&T  Corporate  Center,  the  Ralph  H.  Metcalfe  Federal  Building,  Chicago 
Place,  City  Place  and  the  McCormick  Place  Expansion  project. 

In  recognition  of  its  achievements.  Target  Group  has  been  named  Consultant  of  the  Year  by  the 
Hispanic  American  Construction  Industry  Association.  The  firm  has  received  the  Outstanding 
Business  Leadership  Award  from  the  Coalition  for  United  Community  Action  and  the 
Affirmative  Action  Award  from  Black  Contractors  United.  Target  Group  has  also  been  honored 
with  the  Appreciation  Award  from  the  Minority  Business  Sub-Council,  the  Chicago  Building 
Trades  Council  and  the  Hispanic  Rotary  Club. 
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Surety  Bonding 

Obstacles  Currently  Facing  Small,  Minority  and  Women  Contractors 

Our  experience  over  the  past  ten  years  indicate  substantial  number  of  M/WBE  firms  are  being 
denied  opportunities  to  be  prime  and  2nd  tier  subcontractors  solely  on  the  basis  of  their  inability 
to  acquire  bonds.  We  have  been  involved  in  some  70  projects  during  this  time  and  on  an 
average  at  least  one  contractor  per  project  has  been  denied  access.  Statistically  this  means  that 
approximately  70  contractors  have  been  denied  contracts  during  this  time  period.  If  their 
inability  to  get  a  bond  was  truly  the  only  criteria  that  eliminated  these  firms  then  clearly 
opportunities  for  growth  and  development  of  these  firms  were  lost.  Consequently,  this  loss  truly 
translates  into  lost  jobs  and  economic  impact  for  our  communities. 

An  example  at  the  Federal  level  exists  on  a  current  project  at  the  U.S.  Postal  Service  New 
Downtown  Chicago  General  Mail  Facility.  A  contractor  had  a  low  bid  price  and  supplied  the 
General  Contractor  with  a  "B"  rated  bond,  but  was  denied  the  contract  because  the  General 
Contractor  and  the  Postal  Service  required  an  "A"  rated  surety  carrier.  This  contract  was  for 
an  excess  of  $5,000,000.   Quite  a  loss  to  that  particular  contractor. 

Another  example  that  exists  is  when  municipalities  like  the  City  of  Chicago  establish  "Target 
Market"  programs  to  assist  M/WBE  firms.  These  programs,  often  crafted  with  good  intentions, 
seem  to  be  structured  with  barriers  which  actually  prevent  the  programs  from  functioning  in  the 
manner  they  were  intended.  The  obstacles  presented  as  a  result  of  these  programs  often  inhibit 
the  targeted  minority  or  women-owned  firm  from  securing  the  contract  for  which  the  program 
was  created  to  guarantee.  As  an  example,  the  City  of  Chicago  now  has  a  Target  Market 
sheltered  program  for  minority  and  women-owned  contractors  which  allows  for  certain  City 
projects  to  have  25%  of  the  work  set-aside  for  bids  open  only  to  M/WBEs.  At  face  value  this 
program  offers  City  Certified  M/WBEs  a  leg  up  to  outside  completion  in  selected  trade  areas 
and  has  the  ability  to  increase  the  overall  utilization  of  qualified  M/WBE  in  construction 
marketplace.  However,  two  of  the  caveats  of  this  program  are  that  the  targeted  M/WBEs 
bidding  the  project  must  have  audited  financial  statements  and  be  bondable.  These  two 
appendages  to  the  Target  Market  Program  have  virtually  denied  the  entry  by  small  and  emerging 
M/WBEs  who  neither  have  the  available  resources  to  ascertain  audited  financial  statements  nor 
have  the  history  in  the  business  to  be  bondable  by  acceptable  treasury  listed  surety  companies. 

Solutions 

Private  Sector  Initiatives: 

The  construction  industry  is  closely  knit,  family  dominated  industry.  Many  firms  have  2nd  and 
3rd  generation  operating  structures  that  have  evolved  into  an  interconnected  network  of  firms 
and  individuals.  This  is  the  classic  arena  for  the  "old  buddy"  network.  Minorities  and  women, 
unless  they  are  part  of  construction  families  have  been  and  will  continue  to  be  excluded 
whenever  possible.  The  industry  has  consistently  supported  its  "old  buddy  network"  by  either 
waiving  bonds  or  doing  Joint  Ventures  where  bond  exposure  could  be  shared.  Recently,  we 
have  begun  to  see  some  major  players  begin  to  make  these  resources  available  to  minority  and 
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women  contractors.  Our  first  recommendation  to  this  committee  is  that  the  industry  should 
receive  incentives  to  stimulate  their  willingness  to  assist  M/WBE  firms.  Some  examples  of 
incentives  are: 

1 .  Speedy  payments  to  contractors  who  assist  M/WBE  firms. 

2.  Enhanced  M/WBE  credit  on  contracts  when  bond  assistance  is  supplied  by  the 
contractor. 

3.  Bonus  points  leading  to  the  award  of  a  contract. 

4.  Allow  for  negotiated  retention  arrangements  based  upon  contractors  support  of 
M/WBE  firms. 

5.  Award  technical  assistance  grants  to  majority  prime  contractors  who  assist 
M/WBE  firms  (e.g.,  Mentor/Protege  Programs). 

Besides  making  the  construction  industry  more  proactive  as  relates  to  working  with  M/WBE 
firms  the  other  equally  important  initiative  has  to  be  getting  the  surety  bond  industry  to  be  more 
aggressive  in  its  assistance  programs  to  M/WBE  firms  with  bonding  requirements.  RecenUy, 
Amwest  Surety  Insurance  Company  announced  a  major  initiative  to  assist  minority  firms  with 
bonding  requirements  and  the  acquisition  of  performance  bonds.  How  many  more  firms  out 
there  can  do  the  same?  I  believe  this  Committee  could  convene  a  meeting  of  the  surety  bond 
industry  leadership  and  challenge  them  to  come  up  with  new  approaches  to  assisting  minorities 
and  women.   This  step  is  mandatory  if  any  significant  progress  is  expected  in  this  area. 

Increasing  Opportunities  for  Small,  Minority  and  Women-owned  Firms 

Every  federal  agency,  department,  commission,  etc.,  should  establish  goals  for  the  utilization 
of  small,  minority  and  women-owned  firms.  These  goals  should  be  mandated,  like  USDOT,  not 
voluntary  like  the  GSA.  The  Federal  executive  service  should  receive  extensive  training  in  how 
to  identify,  quantify  and  establish  five  year  affirmative  action  plans  to  increase  the  utilization  of 
these  firms  over  a  five  (5)  year  period.  The  budgets  of  both  the  SBA  and  MBDA  should  be 
significantly  increased  to  insure  that  technical  assistance  is  available  for  the  various  needs  of 
M/WBE  firms. 
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Mr.  Spratt.  The  final  witness  on  this  panel  is  Mr.  Stephen  Leite 
with  Robert  Keith  and  Associates,  who  is  the  chairman  of  the  Sur- 
ety Bond  Development  Committee.  Mr.  Leite. 

STATEMENT  OF  STEPHEN  J.  LEITE,  ROBERT  KEITH  AND  ASSO- 
CIATES, INC.,  AND  CHAIRMAN,  SURETY  DEVELOPMENT  COM- 
MITTEE 

Mr.  Leite.  Mr.  Chairman,  the  Honorable  Coneressman  Rush,  I 
am  pleased  to  be  here  this  morning  to  represent  tne  committee  and 
pleased  to  have  this  opportunity  to  be  present  at  a  meeting  where 
we  can  voice  our  opinions  and  practical  experience  in  the  industry. 

I  would  Uke  to  first  introduce  some  facts  about  our  committee, 
and  it  should  be  noted  for  the  record  that  the  committee  is  now 
called  the  Surety  Access  Committee.  It  is  being  chartered,  and  the 
name  change  is  to  more  readily  identify  us  as  a  spearhead  initia- 
tive in  tiiis  area.  The  committee  is  composed  of  surety  and  insur- 
ance specialists  and  a  surety  company  in  the  membership.  The  pur- 
pose of  the  committee  is  to  educate  contractors  to  the  requirements 
of  surety  companies,  to  consult  and  advise  contractors  on  how  to 
meet  these  requirements,  and  to  make  presentations  to  surety  com- 
panies to  arrange  for  surety  credit  to  contractors.  In  other  words, 
to  act  as  an  advocacy  committee. 

The  mission  statement  of  the  committee  indicates  that  the  Sur- 
ety Access  Committee  will  provide  technical  support  to  MBE-owned 
firms  for  access  and  recommendations  to  a  broad  representation  of 
surety  markets,  with  the  ultimate  goal  to  foster  sound  relation- 
ships between  surety  companies  and  the  minority  construction 
community.  Assistance  will  include  seminars,  workshops,  and  indi- 
vidual contractor  direction  in  completing  surety  applications  and  in 
assembling  the  required  underwriting  data.  The  committee  will 
farther  assist  with  followup  to  successml  conclusion  toward  obtain- 
ing bonding  or  will  critique  for  necessary  improvement  to  accom- 
plish positive  results. 

The  Surety  Access  Committee  will  also  be  focusing  on  WBE  firms 
in  a  separate  initiative  outside  of  the  MEGA  Center  program. 

The  questions  that  I  was  asked  to  discuss  today  involve  com- 
ments on  certain  problems  and  improvements  that  could  be  made 
to  allow  better  access  to  surety  credit.  I  was  also  asked  to  discuss 
the  committee's  approach  and  practice,  and  I  would  like  to  just  tell 
you  that  this  is  probably  the  first  organization  of  its  kind.  The  in- 
surance industry  is,  by  nature,  a  very  competitive  industry  and 
what  we  have  here  is  mdependent  insurance  and  bond  specialists 
brought  togetJier  on  this  committee  to  combine  their  resources  for 
the  improvement  and  betterment  of  the  firms  that  we  assist.  This 
is  somewhat  unheard  of,  and  we  think  that  it  is  an  initiative  here 
that  can  be  looked  at  as  an  example  and  pattern  for  other  locations 
and  agencies  aroimd  the  country.  We  have  found  success  thus  far 
in  providing  surety  credit;  we  have  analjrzed  15  construction  com- 
panies of  various  sizes;  and,  we  have  been  able  to  provide  surety 
credit  or  surety  commitments  to  11  or  12  of  those  companies  witn 
the  remainder  still  bneing  in  the  process  of  getting  us  information 
on  their  companies  and  experience.  So  we  have  found  a  very  high 
degree  of  success  in  providing  bond  credit  for  companies  that  come 
in,  that  we  have  no  prequalification  for,  but  just  come  in  and 
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present  their  experience,  financial  statements,  et  cetera,  to  our 
committee.  By  using  the  broad  resources  of  the  committee,  we  have 
been  able  to  provide  bond  access. 

My  comments,  written  for  the  record,  discuss  some  ways  of  im- 
provement. I  do  not  have  any  comments  for  you  today  that  deal 
with  the  problems  with  Federal  programs  or  the  SBA.  Since  mv 
company's  formation  in  1984,  we  have  dealt  quite  extensively  with 
the  surety  bond  guarantee  program  with  the  SBA;  and  we  think 
that  the  only  major  concern  is  tnat  you  make  an  effort  to  continue 
the  funding  for  that  agency.  It  provides  a  basis  for  many,  many 
small  contractors  to  enter  the  bonding  arena;  and  we  believe  that 
if  contractors  availed  themselves  of  surety  specialists  or  commit- 
tees, such  as  the  Surety  Access  Committee,  they  would  be  able  to 
eventually  obtain  the  surety  credit  that  they  are  seeking. 

One  of  the  main  points  that  I  want  to  leave  you  with  is  that 
there  are  resources  available  for  contractors  of  all  sizes  to  get  bond- 
ing credit.  Small  contractors  who  come  to  you  or  other  agencies  to 
complain  about  the  need  for  surety  bonding  should  be  directed  to 
our  committee.  We  are  working  with  surety  companies  that  are 
able  to  bond  contractors  in  every  State  of  the  country.  So,  if  we  are 
able  to  work  with  the  contractors  and  they  are  referred  to  the  re- 
sources available,  they  can  put  together  bonding  programs. 

The  Surety  Bond  Opportunity  Act,  I  believe,  speaks  to  raismg 
the  Federal  minimum  limits  for  surety  bonds  from  $25,000  per  job 
to  $100,000  per  job.  Any  small  business  that  has  the  ability  to  per- 
form the  work  can  obtain  surety  bonds  under  that  $100,000  limit, 
in  my  experience.  I  will  stand  by  that  comment  today.  The  contrac- 
tors normally  do  not  know  where  to  find  the  resources  available. 
The  insurance  industry  is  full  of  many  competent  insurance  agents, 
but  surety  professionals  are  few  and  far  between.  So,  if  contractors 
were  better  directed  to  find  these  resources,  they  would  be  able  to 
put  together  the  bonding  necessary. 

I  think  that  one  of  the  things  that  should  be  made  note  of  and 
translated  by  the  associations  present  today  to  their  membership 
is  first,  that  the  Surety  Access  Committee  is  created  here  as  a 
unique  organization.  In  fact,  there  are  members  of  it  that  reach 
other  organizations  of  surety  specialists  who  are  more  than  happy 
to  work  with  contractors  at  every  level  to  set  up  bonding,  so  the 
resources  are  available.  Second,  I  would  ask  that  you  translate  to 
your  membership  that  there  are  certain  standards  within  an  indus- 
try that  need  to  be  met.  A  contractor  who  does  not  have  the  experi- 
ence and  organization  to  complete  a  $2  million  job  will  not  be  bond- 
ed for  a  $2  milhon  job.  If  his  abihty  and  experience  is  to  success- 
fully complete  work  at  a  lower  level,  then  the  bonding  can  be  made 
available  to  accomplish  that  result. 

The  contractor  needs  to  be  made  aware  that  there  are  require- 
ments on  his  end  that  need  to  be  met.  We  also  are  able  to  advise 
and  consult  through  our  committee  how  to  improve  their  business 
management,  financing,  and  other  business  management  practices 
to  attain  these  goals.  But  the  contractors  need  to  understand  that 
there  is  some  effort  on  their  end  as  well. 
Thank  you  very  much. 
[The  prepared  statement  of  Mr.  Leite  follows:] 
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1750  N.  Washington  St.,  Naperville,  IL  60563 
(708)  955-0010  •  Fax  (708)  955-0062 

Commerce,  Consumer  and  Monetary  Affairs  Subcommittee 
of  The  Congress  of  the  United  States 
House  of  Representatives 
Washington,  D.C. 

Written  Testimony  regarding  issues  facing  minority  and  women 
owned  businesses  and  surety  bonding. 

Discussion  of  issues  specified  in  correspondence  dated  June  23, 
1993  (attached) 

Issue  l.a) 

The  Surety  Access  Committee  (there  has  been  a  name  change  since 
the  inception,  originally  the  name  was  Surety  Bond  Development 
Committee,  the  current  name  and  organization  is  being  chartered) 
is  organized  with  surety/insurance  specialists  and  a  surety 
company  in  its  membership.   The  purpose  of  the  committee  is  to 
educate  contractors  to  the  requirements  of  surety  companies;  to 
consult  and  advise  contractors  on  how  to  meet  these  requirements: 
and  to  make  presentations  to  surety  companies  to  arrange  for 
surety  credit  for  the  contractor.   The  committee  also  acts  as  an 
advocate  to  the  surety  industry  to  increase  bond  support  to 
minority  construction  companies.   These  activities  are  set  forth 
in  the  mission  statement  which  is  attached  hereto. 

The  committee  has  placed  bonds  for  several  contractors  who  have 
applied  to  the  MEGA  Center  for  assistance.  It  has  advised  others 
as  to  the  necessary  steps  to  meet  bonding  qualifications  and  the 
committee  has  increased  surety  access  in  the  MBE  market  by 
obtaining  the  commitment  of  a  standard  "A"  rated  surety  company 
for  bond  support.   The  information  attached  describes  the  level 
of  commitment  on  behalf  of  the  surety,  Amwest  Surety  Insurance 
Co. 

In  conjunction  with  the  annual  Business  Fair  held  at  the 
University  of  Illinois  at  Chicago,  the  committee  conducted  an 
educational  workshop  for  contractors  on  bonding. 

Bi-monthly  committee  meetings  are  held  at  which  members  discuss 
the  progress  of  contractors  who  are  in  the  process  of  obtaining 
bonding;  review  new  accounts  seeking  assistance;  plan  marketing 
strategies  to  promote  the  services  available  from  the  MEGA 
Center;  and  plan  new  upcoming  events. 


BONDS  AND  INSURANCE 
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Discussion  of  issues  specified  in  correspondence  dated  June  23, 
1993  {page  2) 

In  addition,  discussions  are  held  to  review  related  services  of 
the  MEGA  Center  as  needed  by  the  client.   These  include 
accounting,  business  management,  technical  support,  estimating, 
etc.  and  refer  the  contractor  as  appropriate. 

To  date  the  educational  seminar  conducted  reached  (16)  sixteen 
contractors.   The  surety  committee  has  reviewed  (14)  fourteen 
contractors  for  bonding.   Four  (4)  have  not  yet  provided  complete 
information  and  (10)  ten  have  been  assisted  with  the 
establishment  of  bond  capacity. 

The  bond  services  are  conducted  on  a  priority  basis.   That  is, 
each  account  is  reviewed  immediately  upon  receipt  and  information 
is  processed.   Arrangements  are  made  to  meet  the  contractor  and 
any  necessary  steps  which  are  needed  are  outlined  with  the 
contractor  to  aid  in  obtaining  bonds.   These  steps  may  include 
updating  financial  reports,  referring  a  CPA  to  produce  a 
financial  report,  or  some  other  needed  business  practice.  The 
surety  company  member  of  the  committee  has  also  committee  to 
immediate  priority  review  of  referred  contractors. 

l.b)   Obstacles  and  problems  to  obtaining  bonds  come  from  several 
areas.  In  the  attached  titled  article  written  for  the  American 
Subcontractors  Association  Periodical  the  main  problem  areas  are 
briefly  discussed.   These  areas  include  lack  of  a  bonding 
specialist  to  work  with  the  contractor;  lack  of  preparation  by 
the  contractor  in  putting  together  information  to  apply  for  the 
bond;  poor  or  improper  financial  reports;  lack  of  sufficient 
funding  to  operate  jobs  due  to  low  working  capital,  losses,  high 
debt,  or  other  financial  weakness;  or  lack  of  management  ability 
or  experience  to  successfully  complete  the  desired  bonded  jobs. 

Once  we,  as  surety  spcialists  are  put  together  with  the 
contractor,  and  the  contractor  is  willing  to  make  the  necessary 
decisions  to  establish  himself  as  a  bondable  entity  we  can  obtain 
bonding  for  the  contractor. 

2. a)  The  "Equal  Surety  Bond  Opportunity  Act" 

Two  points  of  comment: 

a)  There  should  be  open  disclosure  of  reasons  why  contractors  are 
denied  bonding.   Where  this  is  not  done  it  is  usually  due  to  the 
lack  of  a  surety  specialist  working  with  the  contractor. 
Companies  have  always  offered  reasons  to  us  as  to  why  they  are 
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turning  down  an  account.   It  is  the  agents  responsibility  to 
correctly  communicate  this  to  the  contractor  and  then  advise  the 
necessary  steps  to  correct  the  problems. 

Discussion  of  issues  specified  in  correspondence  dated  June  23, 
1993  (page  3) 

2.b)  The  proposed  raising  of  minimum  levels  for  jobs  requiring 
bonding  is  not  the  solution  to  the  assertion  that  some  small  and 
minority  contractors  have  problems  getting  bonds.   Raising  the 
limit  on  Federal  jobs  requiring  bonds  from  $25,000  to  $100,000 
will  negatively  impact  more  small  businesses  than  the  one 
contractor  who  alleges  that  he  cannot  get  access  to  bonds.  If 
more  jobs  go  unbonded  then  the  subcontractors  and  suppliers  of 
materials  and  equipment  for  these  jobs  face  financial  distress 
if  the  contractor  defaults.   Putting  more  businesses  at  risk  and 
increasing  the  exposure  of  tax  dollars  to  default  is  not  the 
solution.   We  can  bond  on  jobs  under  $100,000  for  any  contractor 
who  can  show  he  has  the  ability  to  complete  the  work.   Any 
contractor  who  cannot  get  bonds  on  this  category  of  work  should 
be  immediately  referred  to  the  Surety  Access  Committee. 

3.  After  over  ten  years  of  experience  my  agency  has  with  the 
Small  Business  Administration  bond  guarantee  program,  the  only 
area  of  concern  that  exists  is  to  ensure  that  congress  continues 
funding  the  agency  and  its  programs. 

The  processing  of  our  guarantee  requests  has  always  been  handled 
in  the  best  possible  fashion  in  our  dealings  with  the  Chicago 
Regional  Office. 

The  assertion  that  the  SBA  fee  creates  a  non-competitive 
situation  for  contractors  is  untrue.   The  standard  bond  company 
charges  a  rate  of  2.5%  on  jobs  under  $100,000 

and  the  SBA  cost  is  usually  2.6%  in  most  parts  of  the  country. 
Any  small  contractor  bidding  with  SBA  rates  on  small  jobs  is 
paying  comparable  rates  to  it's  competitors.   If  a  huge 
construction  firm  is  desperate  enough  to  bid  on  small  bonded  jobs 
then  it  will  not  be  the  bond  rate  that  makes  the  small  contractor 
uncompetitive.  (Huge  companies  doing  a  high  volume  of  bonded  jobs 
with  e.xceptional  records  can  qualify  for  discount  rates). 

4. a)  Outside  of  the  Bonding  area  the  greatest  problems  facing 
contractors  are  the  lack  of  availability  of  financing  and  the 
length  of  time  before  a  contractor  is  paid. 

Every  public  bonded  job  should  provide  access  to  mobilization 
funds  at  the  beginning  of  a  job  so  the  contractor  can  get  his 
necessary  fees  and  readiness  expenses  covered.   In  addition. 
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there  should  be  penalties  of  accrued  interest  to  the  public 
agency  that  does  not  process  and  finalize  payment  for  approved 
work  in  a  reasonably  timely  fashion.   Closing  out  payments  in  12 
to  24  months  is  crippling  to  small  businesses. 

Discussion  of  issues  specified  in  correspondence  dated  June  23, 
1993  (page  4) 

Also,  any  General  Contractor  on  public  bonded  jobs  should  have  a 
penalty  for  lack  of  payment  to  subs  on  work  which  the  sub  has 
completed  and  had  approved  and  for  which  the  General  Contractor 
has  been  paid. 

This  should  apply  to  all  public  bonded  jobs  at  every  level: 
State,  Federal,  and  local. 

Financing  for  local  businesses  including  contractors  on  public 
bonded  Jobs,  should  be  more  readily  available.   Lending 
institutions  should  be  encouraged,  through  programs  such  as  the 
LINK  Deposit  program  of  the  Illinois  State  Treasurers  office, 
to  lend  money  to  the  small  business  community. 

2.b)  This  item  is  deferred  to  Mr.  Joe  Williams  of  the  Target 
Group  for  answer. 


\ 
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June  23, 1993 

Mr.  Steven  Leite 

President,  Surety  Development  Committee 

Robert  Keith  &.  Associates 

1750  N.  Washington  Street 

N^ierville,  OL  605SS 

E>ear  Mr.  Leite: 

I  am  writing  to  invite  you  to  participate  in  a  hearing  to  be  held  by  the  Commerce, 
Consumer,  and  Monetary  Affairs  Subcommittee  on  July  12,  1993,  in  Chicago,  beginning 
at  8:00  a.m.,  in  Room  2S2S  (the  Ceremonial  Couruoom),  219  S.  Dearborn  Avenue, 
concerning  issues  facing  minority  and  women  owned  small  businesses,  with  Chicago  as  a 
case  study.  I  would  like  to  request  your  appearance  on  a  panel  (whidi  will,  among  other 
things,  focus  on  surety  bonding  issues),  your  submission  of  a  written  statement  for  the 
bearing  record,  and  a  very  brief  oral  summary  of  your  testimony. 

The  hearing  will  examine  the  problems  confronting  minority  and  women  owned 
small  businesses  and  the  adequacy  of  Federal  agency  activity  directed  to  such  businesses, 
including  the  effectiveness  of  relevant  SBA  and  other  agency  programs  and  the  adequacy 
of  efforts  by  Federal  procurement  agencies  to  implement  goab  to  set  aside  some  contracts 
for  such  businesses.  The  Subcommittee  will  also  receive  testimony  on  iimovative 
approaches  for  helping  small  businesses,  including  new  ways  to  obtain  surety  bonding.  I 
would  like  the  hearing  to  serve  as  a  constructive  dialogue  with  minori^  and  women  owned 
businesses,  the  SBA,  and  other  Federal  agencies,  both  to  shed  light  on  the  problems  and 
to  e^Iore  solutions  to  those  problems. 

Due  to  severe  time  constraints,  I  would  like  to  request  that  you  limit  your  oral 
testimony  to  no  more  than  5  minutes,  summarizing  the  major  points  of  your  written 
statement  I  should  add  that  your  written  statement  will,  of  course,  be  entered  into  the 
record  and  can  be  as  long  as  you  believe  necessary  to  present  relevant  information.  Your 
cooperation  in  adhering  to  this  plan  and  time  limitation  would  be  very  much  appreciated. 
Your  testimony  should  respond  to  the  following  questions  and  requests  for  information; 

1.  Please  describe  the  organization,  purpose,  and  activity  of  both  the  Surety  Bond 
Development  Committee  and  MEGA  Center  Surety  Support  Initative  and  how  both  may 
overcome  the  obstacles  in  obtaining  surety  bonding.  In  your  response,  please  (a)  describe 
the  assistance,  consultant,  review,  educational,  and  advocacy  functions  of  both,  and  specify 
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obstacles  and  problems  of  obtaining  surety  bonds  and  whether  they  could  serve  models 
elsewhere:  and  (c)  quantify  the  amount  of  surety  bonding  that  these  programs  have  helped 
minority  and  women  owned  small  business  contractors  obtain. 

2.  If  you  are  familiar  with  the  TEqual  Surety  Bond  Opportunity  Act",  sponsored  by  D.C. 
Delegate  Eleanor  Norton  Holmes  and  Senator  Paul  Simon  (which  would  require  reasons 
for  denials  of  bonding  on  U.S.  Government  contracts  and  Treasury  Department 
enforcement  of  proposed  anti-discrimination  provisions),  please  set  forth  your  views  on  this 
legislation. 

3.  Please  discuss  (a)  any  concerns  about  or  problems  with  the  SBA's  Surety  Bond 
Guarantee  Program,  including  the  fees  charged,  the  availability  of  SBA  funds,  and  any 
operational  or  administrative  problems  (such  as  delays),  to  the  extent  you  have  knowledge 
thereof,  and  (b)  any  suggestions  on  how  the  program  might  be  improved. 

4.  Apart  from  the  surety  bonding  area,  please  set  forth  any  suggestions  on  (a)  ways  to 
overcome  obstacles  facing  small  business  contractors  and  (b)  how  the  Federal  procurement 
agencies  could  increase  the  number  of  contracting  opportunities  for  such  businesses, 
including  any  suggestions  for  improving  the  SBA's  8(a)  or  technical  assistance  programs 
or  MBDA's  funded  programs. 

Please  telephone  Subcommittee  Senior  Counsel,  Stephen  McSpadden  (at  the  above 
phone  number),  or  Congressman  Rush's  Special  Assistant,  Bill  Burke,  at  312-224-6500  if 
there  are  any  questions  about  the  above.  If  you  believe  thnt  providing  certain  information 
requested  above  would  be  burdensome,  then  please  feel  free  to  provide  a  general  response 
rather  than  a  detailed  reply;  or,  if  information  is  requested  on  a  topic  with  which  you  are 
not  familiar,  then  please  feel  free  to  disregard  that  topic  in  your  testimony.  The 
information  requested  is  somewhat  detailed  because  it  is  designed  to  serve  as  the  basis  for 
findings  and  recommendations  in  an  eventual  committee  report 

We  will  need  60  copies  of  your  testimony  (to  be  given  to  Mr.  McSpadden  or  Mr. 
Burke  no  later  than  7:45  a.m.  the  morning  of  the  hearing,  before  it  begins)  and  would 
appreciate  receiving  10  copies  for  the  Subcommittee  members  no  later  than  Thursday,  July 
8th.  I  would  like  to  thank  you  for  your  participation  and  your  cooperation  in  this 
important  endeavor. 

Sincerely, 


oiacciciy,  >o 

/John  M.  Spratt,  Jr.       ^ ' 


Spratt, 
Chairman 


cc:       Hon.  Bobby  L  Rush,  M.C. 

Mr.  Joe  Williams 
President,  the  Target  Group 


87 


SURETY  DEVELOPMENT  COMMITTEE 
MISSION  STATEMENT 

The  MEGA  Center  Surety  Development  Committee  will 
provide  technical  support  to  MBE  owned  firms  for  access 
and  recommendations  to  a  broad  representation  of  surety 
markets  with  the  ultimate  goal  to  foster  sound 
relationships  between  Surety  Companies  and  the  Minority 
Construction  Coromunity.  Assistance  will  include  (1) 
seminars,  (2)  workshops,  and  (3)  individual  contractor 
direction  in  completing  surety  application  and  in 
assembling  the  required  underwriting  data.  The  committee 
will  further  assist  with  follow-up  to  successful  conclusion 
toward  obtaining  bonding  or  will  critique  for  necessary 
improvement  to  accomplish  positive  results. 
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Updated  Quantify  Report 
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SURETY  DEVELOPMENT  COiVIMITTEE 
ASSESSMENT  OF  PERFORMANCE 


PERFORiMANCE  HIGHLIGHTS 

Through  July  7,  1993  the  Surety  Development  Committee  has  engaged  and  reviewed  fifteen  (15)  clients 
seeking  bonding  assistance.  Of  the  fifteen  (15)  clients  seeking  bonding  assistance  twelve  (12)  clients 
requested  bonding  capacity  assessments  and  three  (3)  clients  requested  performance  bonds  for  construction 
proj:;cis  requiring  performance  bonds.  Of  the  three  (3)  clients  seeking  performance  bonds/  underwriting 
commitments  from  surety  companies  all  three  (3)  clients  have  been  successfully  assisted  with  their 
requests. 

The  Surety  Development  Committee  successfully  placed  a  two-phase  performance  bond  in  the  amount 
of  5440,000  for  Suarez  Electric  Co.,  of  which  a  $220,000  was  issued  on  March  2,  1993.  Additionally, 
tlie  committee  has  issued  underwriting  commitments  to  two  (2)  contractors  for  performance  bonds 
pending  contractual  negotiations.  A  commitment  for  a  performance  bond  in  the  amount  of  $917,000  was 
issued  for  Eden  Corporation  to  be  written  pending  project  financing.  A  commitment  to  issue  bond  up 
to  5100,000  was  issued  for  AAA  American  Systems.  Moreover,  a  surety  underwriter  issued  a 
conunitment  to  furnish  performance  bonds  to  Lee's  Landscaping  for  all  public  projects  the  company  will 
bid  in  1993  up  to  538,000. 


CLIENT     ; 

SERVICE  REQLXSTED 

U.L.  Piping 

Capacity  Asses.sment 

Dr/Baiti 

Capacity  Assessment 

National  Metals 

Capacity  Assessment 

Suarez  Electric 

Performance  Bond 

L«€'s  Landscaping 

Performance  Bond 

SEA  Systems 

Capacity  Asses.sment 

Eden's  Corporation 

Performance  Bond 

Golden  Electric 

Capacity  Assessment 

Qu-Bar 

Capacity  Assessment 

A.AA  American  Systems 

Capacity  .Assessment 

Prime  Architectural  Metal 

Capacity  Assessment 

R  &  M  Contractors 

Capacity  Assessment 

Brown  &.  Momen 

Capacity  Assessment 

Pne«2 

Surtty  Development  CominiUee 

Assessment  of  ftrfonnaoce  and  Procedures 
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SERVICE  REQUESTED  i • 

Montemayor 

Capadty  Assessment 

Hawkins  Corporation 

Capacity  Assessment 
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MAJOR  REASONS  WHY  CONTRACTORS  HAVE  PROBLEMS  GETTING  BONDED 

In  discussions  with  contractors  on  the  subject  of  bonding,  the 
talk  always  turns  to  the  difficulties  of  getting  established  and 
of  getting  larger  capacity  or  better  rates.   Many  contractors  can 
relate  to  frustrating  efforts  to  qualify  the  first  time  with  a 
bond  company. 

The  surety  industry  has  created  tighter  bonding  standards  because 
of  losses  in  recent  years  but  it  is  still  possible  for  a  capable 
contractor  to  obtain  bonds.   However,  the  process  will  be  easy  or 
difficult  depending  on  preparation  and  on  the  contractor's 
avoidance  of  some  common  problems.   Following  are  some  of  the 
most  common  reasons  why  a  contractor  is  turned  down  by  a  surety. 

Lack  Of  Profitability 

If  a  contractor  is  profitable  many  other  faults  can  be  overcome. 
Sureties  expect  a  contractor  to  be  able  to  put  2%  net  or  more  to 
retained  earnings  to  help  increase  the  work  program.   Two  loosing 
years  out  of  three,  or  low  to  break  even  profits  signal  problems 
and  will  result  in  a  decline  by  the  surety. 

Lack  Of  Quality  Financial  Reporting 

If  your  CPA  is  not  preparing  a  financial  statement  format 
acceptable  to  the  surety  you  will  have  difficulty  getting  bonds. 
Most  sureties  require  Review  type  statements  and  more  are 
requiring  audited  year  end  statements.   The  preferred  method  of 
accounting  is  percentage  of  completion.   Statements  should 
include  a  "jobs  in  progress"  schedule  and  "completed  job" 
schedule.   Full  explanations  of  events  and  procedures  should 
always  be  included  and  all  information  provided  in  a  timely 
msinner.   The  more  thorough  the  presentation  of  information  to  the 
surety  the  better  the  chances  are  that  the  contractor  will  get 
what  he  wants. 

High  Bank  Debt 

Reliance  on  the  bank  line  as  a  continuous  source  of  working 
capitol,  poor  cash  flow,  hung  receivables,  and  slow  collections 
are  red  flags  to  the  bond  company.   Debt  must  be  less  than  3  to  4 
times  company  net  worth  or  equity  to  qualify  for  a  standard 
surety. 

Slim  Working  Capitol  To  Support  Jobs  in  Progress 

Depending  on  the  trade  or  nature  of  the  job,  sureties  require  5% 
to  20%  of  work  volvune  in  working  capitol.   High  underbillings, 
are  problems  for  bond  companies  and  limit  bond  capacity.   Slow 
pay  records  and  liens  are  unacceptable,  and  overstated  profit  or 
uncollectable  receivables  will  eventually  be  discounted. 

Page  01 
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MAJOR  REASONS  WHY  CONTRACTORS  HAVE  PROBLEMS  GETTING  BONDED 

Lack  Of  Sound  Long  Term  Management  Practice 

Business  decisions  which  make  sureties  very  cautious  include: 
expansion  into  property  development;  geographic  diversification,  • 
such  as  going  to  the  East  or  West  coast  for  a  job;  start  up  of  an 
operation  in  an  unfamiliar  trade  or  new  industry;  a  sudden 
increase  in  sale  volume  or  a  single  new  job  more  than  two  times 
the  largest  job  completed  to  date,  failure  to  adequately  plan  for 
a  continued  smooth  operation  of  the  company  in  the  event  an  owner 
or  key  manager  dies  or  leaves;  unwillingness  of  owners  to 
personally  guarantee  their  companies  performance  to  the  surety. 

Lack  Of  A  Bond  Agent 

The  bond  industry  is  segmented  into  different  types  of  companies. 
Some  sureties  will  not  write  certain  trades,  or  deal  with  new 
contractors,  or  with  those  who  bond  once  a  year.   Yet  a  capable 
contractor  can  qualify  at  some  level.   A  professional  agent  can 
find  the  bond  market  for  each  case  and  make  a  good  presentation 
to  sell  the  surety  on  the  contractor.   The  contractor  can  be 
pregualified  in  critical  areas,  easing  the  frustration  of  setting 
up  a  bond  line.   The  bond  professional  will  also  recognize  when 
the  contractors  changing  profile  qualifies  him  for  better  rates 
and  larger  capacity  with  a  new  surety. 

Lack  Of  Preparation 

Lastly,  a  contractor  should  seek  bonding  qualification  before  the 
need  arises,  providing  time  to  gather  information  and  resolving 
situations  that  will  be  questioned  by  the  surety.   Preparing 
appropriate  information  in  advance  of  bond  needs  and  solving  or 
avoiding  these  most  common  problems  will  enable  a  contractor  to 
obtain  the  best  bonding  credit  available. 


Steve  Leite 

Robert  Keith  and  Associates,  Inc 

February  17,  1992 
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MEGA  CENTER 

A^^^lxs    THE  FLAGSfflP  OF  MINORITY  BUSINESS 


105  West  Adams  Streetmh  Floor,  Chicago,  Illinois  60603  •  (312)977-9190  •  Fax  (312)  977-1101 

MEGA  Center  Contortimo 

D.v,d  J.  Burgo.  4  A»oci.l«.  Inc  NEWS    RELEASE 

Chicago  Regional  Purchasing  Council.  Inc. 

Chicago  International  Development  Corporation  , 

Ralph  G.  Moore  A  Associates 

Target  Group 

Women  In  Franchising,  Inc. 


For  Immediate  Release 

Amwest  Announces  Bonding 

Commitment  For  Illinois  & 

Midwest  Minority  Contractors 

Leading  Surety  Company  To  Underwrite  Up  To  $50  Million 
In  Bonds  For  Commerce's  MEGA  Center 


Chicago,  Illinois-Thursday,  June  10,  1993-Amwest  Surety  Insurance  Company  has 
joined  in  an  innovative  public/private  partnersliip  with  the  Minority  Enterprise  Growth 
Assistance  (MEGA)  Center  of  Chicago,  to  help  minority  contractors  obtain  bonding  for 
construction  projects  in  Illinois  and  throughout  the  Midwest.   The  partnership  is  a  major 
advance  for  minority-owned  businesses,  as  qualifying  for  bonding  is  often  a  primary  obstacle 
to  minority  business  growth. 

Amwest,  the  13th  largest  surety  company  in  the  U.S.,  has  agreed  to  a  commitment  of 
an  estimated  $25-50  million  in  surety  bonds  to  qualified  minority  business  clients  from  the 
Midwestern  states.    As  the  nation's  largest  specialty  surety  company  for  small  contractors, 
Amwest  will  offer  streamlined  application  procedures,  special  underwriting  criteria  and  local 
approval  authority  from  its  Chicago  Branch  office.   Whenever  possible,  collateral 
requirements  will  be  eliminated  by  use  of  the  Small  Business  Administration  (SBA)  or 
Illinois  Job  Development  Authority  (JDA)  bond  guarantee  programs. 

Amwest  will  handle  the  bonding  requirements  of  MEGA  Center's  clients  throughout 
the  Midwest,  primarily  through  its  Chicago  branch  office,  with  the  assistance  of  other 
Amwest  branch  offices  in  Minneapolis,  Detroit,  Indianapolis,  St.  Louis  and  Kansas  City. 


Funded  By:  United  States  Department  of  Commerce 

Minority  Business  Development  Agency 

Operated  By:  DavidJ.  Burgos  &  Associates,  Inc. 
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Funded  by  the  U.S.  Department  of  Commerce's  Minority  Business  Development 
Agency,  and  operated  by  the  consulting  firm  of  David  J.  Burgos  &  Associates,  Inc,  the 
MEGA  Center  is  a  full-service  business  development  center  dedicated  to  promoting  minority 
entrepreneurship.    Its  mission  is  to  increase  the  competitiveness  of  more  than  124,000  U.S. 
minority-owned  companies  in  a  ten  Midwestern  state  region;  Illinois,  Michigan,  Indiana, 
Wisconsin,  Missouri,  Ohio,  Nebraska,  Kansas,  Iowa  and  Minnesota.   Together,  these 
businesses  have  gross  sales  of  more  than  $6  billion,  with  profound  economic  impact  on  the 
Midwestern  U.S. 

Providing  construction  industry  expertise  for  the  MEGA  Center,  is  the  Target  Group, 
Inc.,  a  MEGA  Center  partner.   The  Target  Group,  Inc.  created  a  Surety  Development 
Committee  to  assist  the  minority  contracting  community  in  obtaining  bonding  on  various 
projects,  in  the  form  of  educational  courses,  help  in  bond  placement  and  critiques  of  bond 
applications.    For  minority  contractors,  the  benefit  is  increased  approval  on  bonding 
applications,  allowing  them  greater  success  in  winning  new  construction  business. 

Comminee  member  Richard  M.  Keehan,  Jr.,  a  contract  bond  specialist  for  the 
Rockwood  Company  said,  "The  Surety  Development  Committee  is  providing  specialized 
expertise  that  allows  minority  contractors  to  gain  access  to  surety  bond  markets.    With  the 
help  of  the  committee  members,  the  MEGA  Center's  construction  division  and  minority 
clients,  we'll  increase  the  success  rate  of  minority  contractors  to  get  the  bonds  they  need  for 
successful  bids." 

George  Herrera,  MEGA  Center  President,  praised  Amwest  for  taking  a  leading  role 
in  helping  minority  owned  contracting  businesses  qualify  for  surety  bonding.  "By  making 
themselves  accountable  for  their  underwriting  decisions,  Amwest,  has  taken  a  bold  step  to 
help  our  minority-owned  clients,"  said  Herrera.  "MEGA  clients  can  now  get  the  bonding 
and  the  answers  they  need  faster  and  easier  than  ever  before.  That  will  do  much  to  erase 
minority  skepticism  about  how  surety  companies  care  about  them.  And  appearances  can 
make  all  the  difference,"  he  said. 

"Our  cooperative  venture  with  MEGA's  Target  Group  is  part  of  a  larger  program  we 
have  been  working  on  to  give  small  contractors  nationwide  a  better  chance  to  participate  and 
grow,"  said  Amwest  President  John  Savage.    "And  the  MEGA  Center  is  one  of  the  most 
innovative  approaches  in  the  country  to  help  minority  business  entrepreneurs." 

Tom  Kay,  Amwest  Chicago  Branch  Manager,  commented  on  the  potential  of  the  joint 
venture.    He  said,  "This  has  given  us  a  unique  opportunity  to  reaffirm  our  commitment  to 
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the  small  and  specialty  contractors  in  the  Midwest.    As  cities  and  states  seek  new  ways  to 
build  both  jobs  and  economic  growth,  I  think  we'll  see  joint  efforts  like  these  as  the  wave  of 
the  future." 

MBDA  Acting  Director  Loretta  Young  added,  "Amwest's  commitment  to  provide 
surety  bonding  for  U.S.  minority  contractors  in  the  Midwest  is  a  major  breakthrough  in 
helping  remove  barriers  that  minority  contractors  traditionally  face  when  bidding  on 
.  construction  projects.    We  are  confident  that  the  MEGA  Center's  Surety  Development 
Committee  will  provide  the  leadership  necessary  to  ensure  that  minority  contractors  have 
better  access  to  surety  bonding  needed  to  compete  for  private  and  public  sector  projects." 

Recently,  Amwest  made  a  similar  bonding  commitment  of  up  to  S50  million  with  the 
Regional  Alliance  for  Small  Contractors,  a  public/private  organization  helping  small, 
minority  and  woman-owned  contracting  firms  in  New  York  State  and  New  Jersey.    The 
program  has  received  an  enthusiastic  support  by  minority  contractors,  businesses  and 
government  official  in  those  states.   As  a  result,  Amwest  has  received  inquires  from  as  far 
away  as  Colorado  and  California. 

Amwest  Surety  Insurance  Company,  a  Woodland  Hills,  California-based  insurance 
company  specializes  in  underwriting  surety  bonds,  including  contract,  performance,  court, 
license  and  permit  and  sales  tax  bonds.    Amwest,  has  a  nationwide  network  of  30  branch 
offices  which  serve  the  bonding  needs  of  principals  and  agents  in  all  50  states,  Puerto  Rico 
and  Guam. 

The  Company  is  Treasury  Listed  and  carries  the  prestigious  "A"  rating  (Excellent) 
from  A.M.  Best. 

For  Information  Contact: 

Tom  Kay,  Amwest  Chicago  Branch 
Office  Manager.  C708)  571-3033 

David  Weinstein,  Target  Croup 
(312)977-9190 

Doris  Davenport,  The  MEGA  Center 
(312)  977-9190 

D  D  D 
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TARGET  GROUP 

150  North  Wacker  Drive  •  Suite  1604  •  Chicago,  Illinois   60606  ♦  (312)  419-1544  •  Fax  (312)  444-9052 

FOR  IMMEDIATE  RELEASE  FOR  MORE  INFORMATION,  CONTACT: 

Sandra  M.  Carman,  Salyers  Carman 
&  Associates,  312/248-5225 

NATIONAL  SURETY  FIRM  JOINS  LOCAL  EFFORTS 
TO  BUILD  MINORITY  BUSINESSES 

(CHICAGO,  111.)  --  June  8,  1993  --  The  13th  largest  surety 
firm  in  the  country  has  endorsed  the  work  of  local  businesses 
to  encourage  the  growth  of  minority  contractors.   Amwest 
Surety  Insurance  Company  of  Woodland  Hills,  Calif.,  has  com- 
mitted to  providing  up  to  $50  million  in  surety  bonds  to 
clients  of  the  Surety  Development  Committee  of  Chicago's 
Minority  Enterprise  Growth  Assistance  (MEGA)  Center. 

"This  is  a  key  first  step,  for  minority  contractors  and 
the  city  of  Chicago,"  says  committee  member  Michael  Piatt. 
Piatt  points  out  that  the  city  requires  significant  minority 
participation  on  its  construction  projects,  yet  few  minority 
firms  can  get  the  surety  bonding  necessary  to  qualify  for  a 
contract.   "Amwest 's  support  has  moved  us  ahead  light  years  in 
our  efforts  to  provide  the  resources  minority  firms  need  to 
grow,"  says  Piatt,  a  bonding  specialist  with  Risk  Management 
Resources. 

The  MEGA  Center  is  a  unique,  federally  funded  program 
that  opened  in  October  1992  to  provide  advanced  technical 
assistance  and  leading-edge  programs  to  minority  business 
enterprises  (MBEs)  in  10  Midwest  states.   It  is  operated  by  a 
team  of  established  consulting  firms  that  includes  Target 
Group  Inc. 

While  the  MEGA  Center  provides  clients  a  number  of 
business-building  services.  Target  Group  focuses  on  the  con- 
struction industry,  providing  MBEs  technical  assistance  in 
construction  matters.     A  key  element  of  that  effort  was  the 
formation  of  the  Surety  Development  Committee. 

In  this  f irst-of-its-kind  effort,  bonding  agency 
representatives  have  volunteered  their  time  and  expertise  to 
match  MBEs  with  bonding  sources  that  can  best  meet  their 
needs.   "We  have  proved  that,  by  working  together,  we  have 
found  a  solution  to  the  bonding  dilemma,"  says  Stephen  J. 
Leite,  committee  member  from  Robert  Keith  &  Associates. 

Amwest  Surety  specializes  in  underwriting  surety  bonds, 
especially  for  small  contractors.   The  "A-rated"  firm  will 

streamline  application  procedures  and  use  special  underwriting 
criteria  for  MEGA  Center  clients. 

Target  Group  Inc.  is  a  consulting  firm  dedicated  to 
building  ties  between  minority  and  majority-owned  firms. 

#* 
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Mr.  Spratt.  Thank  you  very  much  indeed.  We  appreciate  your 
testimony.  And  let  me  turn  first  to  Congressman  Rush  for  ques- 
tions to  the  whole  panel. 

Mr.  Rush.  Thank  vou,  Mr.  Chairman.  I  want  to  say  this  was  an 
outstanding  panel  of  witnesses.  They  have  certainly  penetrated  a 
number  of  issues  in  their  testimony.  They  have  indicated  their  vast 
knowledge  of  the  issues  as  it  relates  to  and  as  it  affects  small  mi- 
nority-owned and  women-owned  businesses. 

I  have  some  particular  questions  here  that  I  want  to  address, 
first  of  all,  to  Mr.  Leite.  How  many  applications  for  surety  bonds 
do  you  process,  say  on  am  annual  basis? 

Mr.  Leite.  The  committee  has  only  been  in  existence  for  this 
year  thus  far.  We  have  reviewed  15  applications  as  of  our  commit- 
tee meeting  last  Wednesday. 

Mr.  Rush.  And  out  of  the  15,  how  many  have  you  approved? 

Mr.  Leite.  Twelve,  sir. 

Mr.  Rush.  You  have  approved  12.  And  how  many  of  them  were 
minority  or  women-owned  businesses? 

Mr.  Leite.  All  of  the  applicants  were  minority-owned  businesses. 

Mr.  Rush.  All  of  them  were  minority-owned  businesses. 

Mr.  Williams.  Congressman,  for  the  record,  could  I  make  the 
statement  that  the  Surety  Access  Committee  is  a  committee  that 
was  formed  as  a  result  of  the  new  MBDA  MEGA  Center  that  came 
into  existence  actually  in  December  of  this  past  year.  Target  Group 
had  the  responsibility  to  maintain  the  construction  component,  and 
the  Surety  Access  Committee  is  a  committee  that  we  formed  in 
order  to  fulfill  the  requirements  of  assuring  that  minority  contrac- 
tors had  the  opportunity  to  get  bonds. 

We  have  been  working  with  women-owned  contractors,  through 
the  Women's  Business  Development  Center  and  the  Women  Own- 
ers and  Executives  in  Construction,  and  have  been  trying  to  assist 
women  contractors  on  a  pro  bono  basis  because  there  is  no  formal 
program  in  place  to  assist  women  in  this  same  area.  So  that  is  the 
reason  why,  when  he  says  12  minority  contractors  have  been  ap- 
proved, we  have  not  been  able  to  approve  anything  for  women  be- 
cause we  do  not  have  a  program  that  exists  to  assist  women. 

Mr.  Rush.  Yes,  I  was  kind  of  curious — ^well  more  than  curious 
with  the  statement  that  there  is  no  problem  other  than  the  fact — 
that  there  is  ready  access  to  surety  bonds  and  the  only  problem  is 
that  minorities  do  not  know  where  to  go  to  get  them.  I  think  that 
is  certainly  not  indicative  of  the  current  situation. 

Mr.  Williams.  We  do  not  want  to  make  the  case  that  this  is  the 
end-all,  be-all.  I  think  what  Steve  said  is  correct.  Ultimately,  to  get 
a  bond,  you  have  to  be  qualified  and  there  are  some  financial  re- 
quirements and  there  is  some  performance  required  that  comes 
into  play  there.  I  think  the  strength  of  this  committee  is  that  you 
have  five  different  agents  who  represent  some — how  many  mar- 
kets? 

Mr.  Leite.  It  is  difficult  to  say,  but  I  would  say  that  there  are 
probably  50  to  100  markets  represented. 

Mr.  Williams.  You  have  got  five  different  agents  who  are  rep- 
resenting at  least  50  different  markets  where  a  bond  could  be 
placed.  Some  of  tJiem  might  be  standard  markets;  some  of  them 
might  be  specialty  markets.  But  what  is  happening  is  that  as  these 
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minority  firms  are  coming  in  and  are  being  educated  about  what 
you  have  to  do  in  order  to  get  bonds,  the  suret^r  agents  themselves 
are  becoming  more  comfortable  with  them;  ana  therefore,  they  are 
willing  to  make  a  recommendation  that  they  probably  would  not 
recommend  if  they  did  not  know  them  at  all.  So  it  is  the  exposure 
to  each  other  that  seems  to  be  making  the  difference  here. 

Mr.  Rush.  OK  Mr.  Copelin,  you  had  some  very  interesting  sug- 
gestions in  your  testimony.  Can  you  expound  a  little  bit  on  the  per- 
ceptual problem  that  you  think — ^it  seems  to  me  that  what  you  are 
saying  is  that  that  is  the  major  problem. 

Mr.  Copelin.  Let  me  be  more  specific.  Congressman.  I  hate  to 
come  here  and  meddle;  but  I  would  like  to  comment  on  the  Surety 
Access  Committee  and  their  goals,  which  I  applaud.  And  let  me 
preface  my  comments  by  saying  I  have  been  making  payroll  since 
1969  and  nave  not  missed  one  yet,  and  my  combined  companies  do 
between  $30  million  and  $50  million  a  year.  But  when  you  look  at 
the  reality  of  what  happens  in  the  bonding  world — and  it  is  no  re- 
flection on  anybody  at  this  table,  it  is  the  industry — the  bottom  line 
is  bonding  companies  do  not  take  risk.  They  flat  do  not  take  risk. 

What  they  in  fact  do,  in  my  opinion,  is  extend  courtesies.  Now 
what  does  that  mean?  That  means  unless  you  have  enough  collat- 
eral, almost  dollar  for  dollar,  whether  it  is  $1  million  job  or  a  $100 
million  job,  you  are  flat  not  going  to  get  the  bond.  The  question  of 
performance — and  I  have  talked  with  every  major  underwriter  in 
the  country  on  this  subject  matter — is  not  as  critical  as  that  of  con- 
trol. And  by  that  I  mean,  they  are  more  concerned  about,  if  a  con- 
tractor gets  a  payment,  whether  they  are  going  to  pay  the  lumber 
company  or  pay  the  cement  company  or  do  something  else  with  the 
money. 

The  reason  why  I  say  it  is  attitude — and  I  can  give  you  some  spe- 
cific examples  without  calling  the  company's  name — one  of  our 
members  in  Louisiana  is  £in  8(a)  contractor  and  on  his  own  can  get 
about  a  $10  million  to  $20  million  bond.  He  has  done  well.  He  is 
a  third-generation  African  American  contractor,  his  family  has 
been  in  the  business,  his  brothers  and  he  grew  up  in  it.  I  met  with 
him  on  this  whole  subject  about  2  weeks  ago,  and  he  literally  had 
to  leave  Louisiana  to  get  a  bond  rating.  And  the  reason  why  he  had 
to  leave  Louisiana,  I  was  told,  was  because  his  major  white  com- 
petition called  the  bond  underwriters  and  said,  "Look,  you  cannot 
be  writing  bonds  for  this  gentlemen.  He  is  competing  in  our  mar- 
ket." When  they  found  out  that  he  was  getting  the  bond — I  think 
he  was  getting  it  through  an  underwriter  in  Texas — the  under- 
writer in  Texas  was  told  that  that  was  not  part  of  his  "territory," 
and  he  no  longer  could  write  a  bond  for  this  company,  which  then 
threw  him  back  to  the  market  in  Louisiana,  and  he  was  confronted 
>vith  a  situation  where  he  had  problems  getting  the  $10  million 
bond  he  wanted. 

Now  I  hate  to  just  kind  of  sound  like  I  am  dumping  on  the  indus- 
try because  I  am  not.  I  understand  risk  and  reward.  But  if  we  are 
going  to  solve  the  surety  bond  problem,  we  have  to  put  the  cards 
on  the  table  and  start  from  square  one,  and  not  talk  about  tech- 
nical assistance  and  meetings  and  whether  you  know  somebody 
and  all  that  sort  of  nonsense.  It  is  just  business,  and  I  did  not  fly 
all  these  miles  to  sugarcoat  this. 
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I  mean,  the  NBL  has  taken  a  very  strong  position  on  bonding  for 
minority  contractors.  Let  me  give  you  an  example  of  some  things 
that  we  are  focusing  on.  We  have  decided  that  tne  one  person  who 
controls  this  whole  process  is  the  owner,  the  developer.  For  exam- 
ple, in  the  State  of  Louisiana,  assuming  everything  processes 
through,  we  are  going  to  have  the  largest  casino  in  the  world.  Now 
the  operator  has  not  been  finally  designated,  but  there  are  some 
preliminary  approvals  that  have  taken  place.  We  have  a  clear  im- 
derstanding — we  being  the  National  Business  League  and  the  Lou- 
isiana Business  League,  of  which  the  Louisiana  Contractors'  Asso- 
ciation is  an  affiliate — that  there  will  be  a  substantial  amount  of 
work  set-aside  for  black  contractors.  The  biggest  problem  that  we 
have  had,  and  we  have  only  been  able  to  work  it  because  we  have 
had  fiill  cooperation  with  the  owner,  is  how  do  you  get  them  bond- 
ed. You  only  have  about  two  or  three  who,  in  fact,  can  do  a  bond 
for  $5  million  to  $10  million.  If  you  are  doing  a  $400  million 
project,  you  cannot  break  it  up,  even  though  they  are  trying  to  do 
that,  into  small  portions  where  you  might  give  a  guy  a  $10  million 
piece  and  break  it  up  into  five  $2  million  pieces  and  roll  a  bond 
over  and  that  kind  of  thing. 

But  what  they  have  done  is  put  in  their  specifications  to  the  ma- 
jority contractors,  you  are  not  going  out  and  shop  it,  you  are  not 
going  to  pick  what  African  American  firm  you  are  going  to  do  busi- 
ness with,  but  part  of  our  specification  is  that  you  will  do  this  and 
you  will  assist  in  providing  the  bond. 

Now  one  thing  that  I  think  you  all  can  do  is,  SBA  right  now,  as 
I  appreciate  it,  their  guarantee  on  the  bond  side  has  a  max  of,  I 
think,  $1.5  milUon — ^these  gentlemen  probably  know  better  than  I 
do.  I  think  it's  $1.5  million.  We  have  some  sureties  prepared  to  go 
the  fill!  stroke.  It  would  be  most  helpful  if  that  limit  was  raised  to 
$5  million.  Now  I  understand  that  that  puts  the  government  at 
more  of  a  risk  situation,  but  it  gives  the  industry  more  comfort.  I 
am  convinced  of  this — and  then  f  am  going  to  conclude  and  you  can 
ask  me  another  question — ^the  bonding  piece  can  work  for  black  and 
other  minority  contractors  if  we  focus  on  the  control  side  versus  the 
performance  side.  Let  me  tell  you  something,  I  have  been  all  over 
the  country,  and  Afidcan  Americans  grew  up  in  the  industry.  They 
know  how  to  drive  a  nail,  they  know  how  to  lay  concrete,  they 
know  all  the  crafts.  The  missing  link  is  the  paper  side,  the  equity 
side,  the  cash-flow  side.  I  cannot  drive  a  straight  nail,  but  I  can 
go  to  African  American  contractors  and  put  up  my  equity  and  put 
up  my  infrastructure,  and  all  of  a  sudden  they  qualify. 

So  what  I  am  suggesting  is  that — and  we  are  doing  it  in  Louisi- 
ana and  NBL  is  going  to  do  it  in  five  different  States  where  we 
think  that  there  is  a  lot  of  action,  the  Olympics  in  Atlanta — ^we  are 
coming  to  Chicago  and  a  few  other  places,  but  that  is  what  you 
have  to  build  in. 

And  in  conclusion,  I  am  saying  that  we  need  to  sort  of  just  close 
the  book  and  rewrite  it  and  not  talk  about  how  we  edit  it  to  make 
it  work.  Because  what  we  are  asking  you  to  do  is  to  allow  Afirican 
Americans  to  compete  with  majority  companies,  and  nobody  wants 
to  give  up  a  piece  of  the  action.  So,  therefore,  with  their  influence 
in  the  industry — and  I  would  probably  do  the  same  thing  if  I  was 
on  the  other  side,  I  guess — once  affirmative  action  becomes  the  law 
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of  the  land,  certain  groups  strategically  attempt  to  stymie  imple- 
mentation. And  some  bureaucrats  are  supportive  of  it  and  they  try 
to  knock  those  barriers  down.  Some  bureaucrats  have  the  same 
philosophy  that  they  have  and  they  try  to  shore  up  how  they  can 
put  obstacles  in  the  way. 

We  are  going  to  do  it.  One  way  or  the  other,  we  are  going  to  do 
it,  we  are  committed  to  do  it.  We  want  to  do  it  in  concert,  not  in 
conflict,  but  I  just  cannot  sit  here  and  say  well  somebody  did  not 
pass  the  test  and  that  is  why  they  did  not  get  a  bond.  Because  I 
will  tell  you  that,  if  you  are  white  and  you  do  not  have  the  right 
equity,  you  are  not  going  to  get  a  bond.  It  is  a  greed  problem,  it 
is  not  really  a  black  and  white  problem. 

Mr.  Rush,  I  appreciate  your  remarks.  Can  you  expound  on  the 
role  of  the  Federal  Grovemment — ^you  have  indicated  some  things 
that  are  happening  in  New  Orleans  and  how  you  are  approaching 
it.  The  Federal  Government,  I  understand,  is  the  largest  contrac- 
tual entity,  and  it  seems  to  me  we  have  a  special  need,  a  special 
requirement  for  the  Federal  Government  to  be  much  more 
proactive  in  influencing  surety  companies — particularly  with  those 
contracts  that  are  let  by  the  Federal  Government,  government  con- 
tracts— that  we  have  a  particular  need  to  make  sure  that  fairness 
exists  in  those  policies;  that  for  contractors  or  for  Federal  contracts, 
no  matter  what  the  amount  is,  that  there  be  an  aggressive  and  rig- 
idly enforced,  well-documented  system  by  which  surety  companies 
who  do  not  come  under  Federal  law,  that  they,  because  from  the 
business  point  of  view,  in  fact,  operate  in  terms  of  the  spirit  of 
what  we  are  trying  to  do,  in  terms  of  increasing  opportunities  for 
women  and  minority-owned  businesses. 

Mr.  CoPELiN.  I  think  there  are  two  words — enforcement  and  in- 
centive. By  that  I  mean,  any  industry  needs  to  be  given  incentives 
to  do  what  government  wants  them  to  do.  We  do  it  all  the  time, 
whether  it  is  a  tax  incentive  or  whether  it  is — and  that  is  the  best 
incentive  you  probably  could  give  a  fellow,  so  let  me  kind  of  focus 
on  that  one;  the  other  one  is  enforcement.  There  are  laws  on  the 
books  now.  State  and  Federal  laws,  that  are  flat  not  being  enforced. 
The  situation  I  described  with  the  surety  in  Louisiana  is  a  violation 
but  nobody  enforces  the  law — there  was  not  a  State  or  local  pros- 
ecutor or  any  regulatory  agency  that  I  am  aware  of  that  was  even 
prepared  to  look  into  it.  It  was  not  a  priority.  And  I  think  that 
there  are  laws  on  the  books,  if  enforced,  couid  correct  some  of  this. 
But  I  think  incentives  would  be  the  more  productive  approach  be- 
cause basically  I  think  the  surety  underwriters  are  not  bad  people, 
they  are  just  good  business  people.  If  you  are  a  good  business  per- 
son, you  take  as  little  risk  as  you  have  to.  Therefore,  I  think  the 
better  approach  would  be  to  give  them  the  incentives  to  take  the 
risk.  If  this  current  administration — and  it  is  probably  not  a  good 
time  to  say  this — and  you  in  Confess  are,  in  fact,  going  to  raise 
my  taxes  like  you  say  you  are  going  to  raise  them,  then  I  think 
there  ought  to  be  something  in  there  that  says  if,  in  fact,  you  can 
extend  certain  courtesies  to  African  American  contractors  and  other 
business  people,  you  will  get  some  tax  breaks.  You  will  get  some 
response  if  you  do  that.  Not  just  from  the  white  community,  from 
me  and  other  folks  in  the  black  community,  too.  That  is  what  it  is 
going  to  take. 


100 

I  do  not  think  the  Federal  Government  has  to  be  the  bad  guy  to 

fo  around  and  knock  people  over  the  head  with  a  stick  and  say  you 
roke  this  or  you  broke  that  law.  That  may  be  part  of  what  you 
need  to  do,  but  the  other  thing  I  think  you  could  do  is  be  the  good 

Piy  and  give  some  encouragement  to  that  industry  to  write  bonds, 
would  be  glad  to  visit  with  you  and  talk  £ibout  specifically  how 
I  think  we  could  do  that. 

Mr.  Rush.  Mr.  Williams. 

Mr.  Williams.  Congressman,  just  to  follow  up  on  that  point.  It 
should  be  noted  that  the  Federal  Government  sets  the  rules  by 
which  a  lot  of  surety  companies  actually  determine  what  a  bond  is 
required  for.  I  think  that  there  is  a  point  where  the  Federal  Grov- 
emment  could  look  at  the  rules  that  they  set  to  determine  what 
type  of  bonds  are  required  on  the  projects  that  they  are  involved 
in.  Some  tj^e  of  review  of  that  ought  to  tell  you  that  probably  the 
government,  the  Federal  Government  particxJarly,  has  more  rules 
and  regulations  that  requires  the  type  of  bond  that  you  have  than 
maybe  anybody  else  that  builds  buildings  or  does  anything  else.  So 
a  relaxation  of  some  of  those  rules  would  be  a  positive  step  to  go 
to  the  industry  with,  if  you  really  want  the  industry  to  support  you 
on  assisting  minority  and  women-owned  contractors  as  far  as  what 
type  of  bonds  they  require. 

Mr.  COPELIN.  Mr.  Williams  is  correct,  because,  for  example,  he 
mentioned — I  think  it  was  in  his  testimony — ^that  a  contractor  in 
Chicago  had  successfully  bid  on  a  post  office,  I  think  it  was,  and 
he  had  a  B-rated  bond  rather  than  an  A-rated  bond.  There  are 
rules  that  say  under  certain  procurements,  you  have  got  to  have  a 
Treasury-listed  company.  That  is  not  there  by  accident;  that  is 
there  because  that  is  one  of  the  obstacles  the  AGC  put  in  there 
when  African  Americans  and  other  minorities  started  getting  work. 
So  they  said  how  do  we  stop  that.  They  said  well,  let  us  say  they 
have  ^ot  to  be  Treasury-listed,  that  is,  our  folks  can  kind  of  have 
some  mput  on  that. 

Also,  I  think  you  ought  to  really  look  at  taking  a  letter  of  credit 
in  lieu  of  a  bond.  Because,  if  you  could  take  a  letter  of  credit  and 
you  took  a  contractor  who  maybe  could  in  fact  perform  a  $5  million 
job,  but  does  not  have  the  equity,  but  somebody  was  prepared  to 
put  up  the  equity  and  you  got  the  letter  of  credit,  the  next  time 
ne  went,  the  bonding  company  would  say,  "well,  what  was  your  last 
job?"  He  says  well  I  performed  successfully  on  £  $5  million  job;  and 
if  he  does  it  right,  he  ought  to  have  some  equity  out  of  that  job  that 
he  would  have  in  the  bank  to  take  the  next  step  forward. 

Mr.  Rush.  So  you  are  sa)dng  that  there  is  not  only  a  require- 
ment— well,  let  me  ask  it  in  the  form  of  a  question.  What  are  the 
levels  of  requirements  for  a  bond,  you  know,  to  get  Federal  con- 
tracts? You  have  to  have  A-rated  bonds,  is  that  what  you  are  say- 
ing? 

Mr.  Williams.  Treasury  listed. 

Mr.  Rush.  Is  there  a  difference  between  a  Treasury  bond  and  an 
A-rated  bond? 

Mr.  Leite.  No,  sir,  there  are  different  qualifications.  The  Federal 
Government  has  prequalified  surety  companies  and  puts  them  on 
a  list  in  the  Federal  Register.  It  is  renewed  every  July.  It  lists 
those  companies  that  are  prequalified  with  the  Federal  Govern- 
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ment  to  provide  bonds  on  Federal  contracts,  and  that  is  the  Treas- 
ury Hst  of  surety  companies.  The  ratings  that  were  talked  about, 
A,  B,  et  cetera,  are  established  by  industry,  private  organizations. 
A.M.  Best  is  the  best  known.  There  are  three  or  four  national  com- 
panies that  rate  surety  companies  based  on  performance  and  serv- 
ice and  based  on  financial  strength. 

Now  we  have  seen  some  diflnculties  with  agencies  at  the  State 
level  and  other  levels  where  they  would  require,  for  example,  a  B- 
rated  six  company,  six  being  the  financial  level  from  1  to  15  that 
the  surety  company  has  fintmcial  reserves  to  support  losses.  So,  if 
a  company  at  B-6  is  sort  of  a  middle-of-the-road  type  of  a  company 
and  we  have  a  surety  company  rated  A  or  above  five,  the  agency 
has  not  allowed  that  bond  to  go  in  on  that  project.  The  difference 
between  those  two  ratings  is  so  minute  that  it  is  a  hindrance  to  the 
contractor.  So,  that  is  an  example  of  what  they  are  talking  about. 

Mr.  Rush.  Mr.  Chairman,  I  just  have  two  more  questions. 

Mr.  Spratt.  You  take  your  time. 

Mr.  Rush.  I  want  to  ask,  Mr.  Ramirez,  can  you  comment  on  the 
idea  of  centralizing  Federal  procurement  activities  in  one  entity? 
Do  you  think  that  would  be  helpful  or  harmful  to  the  promotion  of 
minority  and  women-owned  business  opportunities? 

Mr.  Ramirez,  We  think  so.  Congressman,  Currently 

Mr.  Rush.  Do  you  think  it  would  be  helpful  or  harmful? 

Mr.  Ramirez.  We  think  it  would  be  very  helpful  for  the  various 
minority  business  development  centers  to  get  to  work  and  coordi- 
nate with  the  SBA.  We  are  fortunate  that  it  was  established  here 
in  Chicago  and  is  representing  the  Midwest  region.  But  by  giving 
us  assistance  here  in  this  area,  we  feel  that  the  commitment  that 
we  are  going  to  be  getting  directly  firom  them  is  surpassing  the 
support  we  are  getting  from  the  SBA. 

Case  in  point,  right  now  the  SBA  is  set  up  with  a  minimum 
amount  of  business  opportunity  specialists.  They  have  had  some 
cutbacks,  and  the  MEGA  Center  has  been  supporting  us  to  do  some 
self-marketing  and  some  research  development  in  looking  at  the 
various  areas  for  procurement.  It  is  all  up  to  us  to  do  our  self-mar- 
keting and  we  understand  that.  When  we  visit  various  procure- 
ment centers  or  procurement  representatives,  PCR's,  we  are  kind 
of  shutdown  straight  out  because  they  said  that  they  have  already 
set  the  project  aside  for  small  disadvantaged  businesses  or  sent  it 
out  unrestricted.  The  SBA  is  not  aware  of  those  projects  at  the  be- 
ginning for  minority  set-aside.  So  in  this  case,  the  MEGA  Center 
can  identify  at  the  preplanning  stage,  that  is  at  the  early  stages 
of  engineering,  that  those  various  projects  are  up  and  coming,  and 
thus  be  able  to  notify  minority  businesses  of  the  opportunities  to 
seek  business  through  them. 

Mr.  Rush.  And  finally,  Mr.  Leite,  I  want  to  ask  you  again,  your 
committee  has  been  in  formation  for  1  year  at  this  point,  is  that 
right,  about  1  year? 

Mr.  Leite.  Just  under  1  year,  yes. 

Mr.  Rush.  Can  you  compare  your  efforts  with  the  efforts  of  the 
SBA?  Can  you  compare  the  process  and  also  the  results,  outcomes 
in  terms  of  how  you  think  your  organization  performs  and  how  the 
SBA  performs? 
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Mr.  Leite.  First  of  all,  let  me  say  that  we  have  completely  dif- 
ferent functions,  so  it  is  going  to  be  difficult  to  compare.  The  SBA 
program  basically  reviews  applications  according  to  their  rules  and 
regulations  and  decides  if  they  are  going  to  issue  a  guarantee  on 
a  bond,  which  is  then  issued  by  a  bonding  company.  Our  committee 
is  made  up  of  mostly  bond  specialists,  bond  agents,  and  one  surety 
company.  So  what  we  are  doing  is  we  are  really  working  with  con- 
tractors to  formulate  their  application  to  a  bonding  company,  and 
we  are  also,  I  think,  working  on  the  advocacy  side.  I  do  not  want 
to  diminish  the  difficulties  of  contractors  at  every  level  to  obtain 
bonding,  and  I  am  not  advocating  a  pristine  position  for  the  surety 
companies — ^not  at  all.  But  there  is  some  give  and  take,  and  I  think 
what  our  committee  does  is  take  the  process  from  the  beginning 
where  the  contractor  is  right  now.  We  have  a  contractor  who  ap- 
plied who  was  2  months  old  in  business,  and  we  have  other  con- 
tractors who  have  been  in  operation  many,  many  years.  We  need 
to  sit  down  with  them  and  indicate  to  them  that,  if  you  are  going 
to  be  taking  on  projects,  you  need  to  have  a  bank  line  of  credit  or 
you  have  to  have  some  financing,  and  assist  them  with  establishing 
it.  They  have  to  have  some  ability  to  maintain  records  for  cost  ac- 
counting on  individual  projects;  we  assist  them  with  that.  So  there 
are  a  lot  of  things  that  need  to  be  done,  the  practical  side,  and  that 
is  what  we  will  do.  Then  we  will  take  the  contractor's  portfolio  and 
go  to  a  surety  companv,  and  no  matter  how  many  we  have  to  go 
to,  we  will.  We  have  a  lot  of  companies  represented  by  our  commit- 
tee members  who  will  get  the  bond  written. 

Mr.  Rush.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you,  Mr.  Rush. 

Let  me  first  say  to  the  panel,  I  think  that  the  testimony  you 
brought  here  from  different  perspectives  has  been  extremely  useful 
and  informative  for  me. 

Let  me  start  with  this  line  of  inquiry  with  you,  as  follows:  What 
is  wrong  with  raising  the  limit?  Now  Mr.  Leite,  you  make  the  point 
that  to  some  extent  this  would  victimize  small  businesses  because 
small  business  contractors  have  small  business  vendors  and  sub- 
contractors; and,  if  they  default  on  a  project,  then  they  do  not  pay 
their  trade  credit.  Consequently,  other  small  businesses  suffer  as 
a  result.  Is  there  another  reason,  except  for  that,  for  not  raising  the 
limits  say  to  $100,000,  $500,000?  The  government  can  self-insure. 

Have  you  built  buildings  yourself  before?  I  have  built  buildings 
myself  I  have  built  buildings  that  cost  $500,000,  and  I  did  not 
bother  to  get  a  surety  bond  because  I  knew  the  contractor  was 
going  to  add  a  premium  onto  the  project,  and  I  would  not  deal  with 
a  contractor  in  the  first  place  if  I  did  not  think  he  was  a  capable 
contractor.  I  did  not  want  to  deal  with  the  bonding  company  in 
building  the  building;  I  wanted  this  particular  contractor.  I  picked 
him,  had  confidence  in  him,  so  I  did  not  want  to  pay  another  3  per- 
cent on  the  job  to  get  a  surety  bond,  a  material  bond  for  his  per- 
formance. Why  can  the  government  not,  with  its  deep  pockets  any- 
way and  plenty  of  resources  if  a  contractor  goes  into  default — ^wny 
can  the  government  not  simply  take  the  risk  on  some  of  these 
projects? 

Mr.  Leite.  Well,  sir,  it  can. 
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Mr.  Spratt.  I  mean,  I  am  not  browbeating  you,  you  do  not  work 
for  the  government 

Mr,  l5:iTE.  My  point  is  that  if  we  are  talking  about  a  small  com- 
pany, the  limits  that  we  are  talking  about  are  certainly  small, 
1 100,000  or  less  or  under  $250,000.  Bonding  is  available  at  those 
levels  to  contractors.  It  may  be  that  the  contractor  has  never  done 
a  financial  statement  and  knows  what  the  financial  resources  of 
the  company  is.  If  he  sits  down  with  an  accountant  and  prepares 
a  financial  report  we  can  make  an  assessment  or  we  can  provide 
support  for  him  to  make  an  improvement  that  is  necessary  and  get 
the  surety  bond.  You  can  raise  the  standards,  but  see,  the  industry 
itself  is  a  standard,  there  is  a  built-in  standard  here.  And  if  you 
begin  to  eliminate  the  standards,  how  far  do  you  go?  And  then 
what  are  the  conseauences? 

Mr.  Spratt.  Well  I  am  not  saying  that  you  raise  the  ceiling  to 
infinity,  but  at  some  point,  say  half  a  million  dollars,  the  govern- 
ment can  certainly  afford  to  take  that  risk,  and  what  it  does  is  it 
provides  small  contractors  an  opportunity  to  prove  their  mettle. 

Mr.  Leite.  And  on  my  experience  in  the  industry,  I  am  saying 
that  at  those  levels,  contractors  can  be  bonded. 

Mr.  Spratt.  Mr.  Copelin. 

Mr.  Copelin.  Yes,  I  want  to  speak  to  that  issue.  First  of  all,  you 
hit  a  home  run,  right?  I  agree  with  you. 

Second,  that  is  one  way  to  get  tne  industry's  attention.  It  is  in- 
teresting that  the  industry  would  say  that  you  CEin  get  a  bond  fi-om 
$200,000  to  $250,000.  There  are  two  problems  with  that.  Problem 
No.  1,  it  is  not  exactly  correct.  And  problem  No.  2  is  that  most  jobs 
are  not  $200,000  to  $250,000  jobs. 

Now  let  us  talk  about  why  it  is  not  exactly  correct,  and  that 
is 

Mr.  Spratt.  You  mean  they  are  smaller  jobs  or  larger  jobs? 

Mr.  Copelin.  Smaller  jobs. 

Mr.  Spratt.  Most  jobs  are  bigger  than  that? 

Mr.  Copelin.  Most  jobs  arebigger  than  that.  But  let  us  talk 
about  anybody  who  can  get  a  quarter  of  a  million  dollar  bond.  I  had 
some  members  recently — ^and  I  have  been  working  very  closely  with 
the  sureties — who  showed  me  in  a  computer  that  from  zero  to 
about,  I  think  it  is  IV2  million,  I  am  no  expert,  correct  me  when 
I  am  in  error,  the  losses  are  very  little.  Therefore,  the  underwriters 
are  almost  as  you  described  previously,  they  really  feel  like  they  do 
not  need  a  bond.  They  do  not  mind  writing  it  because  there  is  little 
risk  and  they  make  good  off  the  premiums.  That  is  good  business, 
they  ought  to  do  that. 

But  when  you  send  somebody  to  them  like  that,  if  they  do  not 
have  the  collateral  or  equity,  money  in  the  bank,  they  are  not  going 
to  write  it.  They  do  not  tell  you  that  part.  Thev  can  have  the  per- 
formance, they  can  have  everything  else.  If  tney  cannot  show  a 
statement  that  in  essence  matches  their  request,  tney  aro  not  going 
to  get  the  bond. 

I  think  you  have  an  excellent  idea.  I  think  the  government  can 
take  tJie  risk.  And  I  will  take  it  a  step  further.  I  think  what  the 
government  ought  to  do  is  sav,  if  it's  half  million  dollars  or  less — 
or  pick  $1  million,  I  do  not  know  why  you  would  start  at  half  a 
million.  Whatever  the  comfortable  number  is  and  the  politically 
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feasible  number  is,  take  it  a  step  further  and  build  in  some  con- 
trols, because  you  as  a  Congressman  or  the  government  would  have 
egg  on  their  face  if  the  program  failed,  and  it  should  succeed. 

The  way  to  make  it  succeed  is  to  put  some  controls  in  place  that 
you  can  do  in  essence  what  these  gentlemen  are  doing.  You  can  say 
OK,  let  us  make  sure  you  have  your  books  right,  let  us  make  sure 
when  you  get  your  payment,  you  pay  the  lumber  company  and  not 
go  buy  a  Mercedes  Benz  or  whatever  makes  you  happy.  Let  us 
make  sure  you  have  got  the  right  controls  on  the  job  and  let  us 
make  sure  after  you  complete  the  job  successfully  and  you  have  the 
right  controls.  Let  us  make  sure  you  do  not  spend  all  your  money, 
if  you  have  not  paid  your  taxes.  Keep  some  in  the  company  so  you 
have  an  equity  base;  and  that  wav,  when  you  go  to  the  private  sec- 
tor, you  can  say  I  performed  on  this  job  and  I  have  a  track  record, 
that  you  can  look  at,  then  you  are  in  the  ballgame. 

Mr.  Spratt.  That  is  true. 

Mr.  CoPELlN.  I  think  it  is  an  excellent  idea  and  I  would  endorse 
it. 

Mr.  Spratt.  Let  me  throw  out  another  idea,  just  to  test  it  among 
all  four  of  you,  and  I  will  come  to  you,  Mr.  Williams,  as  soon  as 
I  have  done  so. 

Is  it  possible  that  what  the  government  is  doing  routinely  and 
generally  when  requiring  performance  bonds  and  surety  bonds,  is 
simply  saying  to  the  insurance  companies  of  America,  "you  make 
the  management  judgment  about  this  firm;  we  do  not  really  have 
the  people  to  make  that  judg^nent.  You  determine  whether  their 
current  ratio  is  what  it  ought  to  be,  and  whether  they  have  tan- 
gible equity  sufficient  to  carry  the  trade  credit  throughout  this  par- 
ticular pob  and  to  sustain  a  loss  if  they  have  one — you  make  that 
determination,  we  do  not  really  have  the  ability,  the  time,  the  incli- 
nation to  do  it."  So  the  insurance  companies  do.  They  have  got 
their  capital;  they  have  got  their  assets  at  risk  in  making  this  deci- 
sion to  underwrite  that  particular  business — is  that  what  the  gov- 
ernment is  really  doing? 

Mr.  CoPELiN.  Not  only  is  the  government  doing  that,  you  are 
paying  them  well  to  do  it. 

Mr.  Spratt.  Sure,  we  are  paying  a  premium  to  get  the  job  done. 

Mr.  CoPELlN.  If  you  took  the  moneys  that  you  invested  in  pre- 
miums on  surety  bonds  throughout  the  United  States  and  allocated 
a  portion  of  that  money,  so  it  would  not  cost  the  government  any 
more  money  because  you  would  not  be  paying  it  off  on  the  jobs 
whether  it  was  Defense  or  whether  it  was  wnatever 

Mr.  Spratt.  But  to  do  that,  as  you  were  saying,  the  government 
has  got  to  have  its  own  control,  because  you  cannot  willy  nilly  put 
out  contracts  to  just  any  contractor  who  walks  in  with  a  pickup 
truck  and  a  typewriter 

Mr.  CoPELiN.  Absolutely,  that  is  right. 

Mr,  Spratt  [continuin^l.  And  who  thinks  he  is  a  contractor.  You 
have  got  to  have  some  sort  of  controls  to  be  sure  that  he  can  do 
the  work. 

Mr.  CoPEUN.  I  think  that  is  right. 

Mr.  Williams.  Chairman  Spratt,  I  would  say  to  you  going  fur- 
ther, I  think  that  the  government  has  a  redundancy  here.  Not  only 
do  you  have  the  industry  required  to  do  all  of  this,  but  you  do 
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have — it  is  not  like  you  are  not  doing  this  internally,  you  have  a 
redundancy  within  your  own  system  that  in  some  way  parallels 
what  the  mdustry  is  doing  anyway.  And  I  am  not  sure  that  you 
need  that  redundancy,  either  from  the  industry  point  of  view  or 
your  point  of  view. 

But  let  me  go  back  and  address  the  question 

Mr.  Spratt.  The  question  I  was  asking  though  is:  Do  we  really 
have  that  redundancy?  Do  we  have  the  capacity  in-house  to  do  it 
as  well  as  the  insurance  companies?  I  think  we  do  not,  and  I  think 
we  know  it,  and  therefore  we  let  the  insurance  companies  do  it  for 
us. 
Mr.  Williams.  Well  let  me- 


Mr.  Spratt.  So  I  think  we  would  need  to  develop  the  capacity  if 
we  went  to  that  approach. 

Mr.  Williams.  Let  me  just  say  in  one  department,  I  would  like 
to  at  least  alert  you  to  why  that  might  not  be  true.  Take  a  look 
at  the  General  Services  Administration,  you  do  have  that  whole 
m^echanism  to  determine  how  bonding  should  be  done  in  place.  But 
you  are  still  out  in  the  marketplace  to  get  the  industry  to  do  the 
same  thing.  Now  I  do  not  know  if  that  exists  in  the  other  depart- 
ments, but  in  that  one  department,  I  am  pretty  comfortable  in  say- 
ing that  you  do  have  that  redundancy  in  place. 

Let  me  go  back  to  the  point  about  increasing  the  limits.  I  think 
that  your  point  about  the  fact  that  on  certain  bonds,  not  having  to 
have  a  bond  at  all  is  great,  and  I  think  that  the  industry  tradition- 
ally for  smaller  contracts  has  always  insured  that  you  did  not  have 
to  be  bonded,  because  it  is  a  cost-saving  technique  for  everybody  in- 
volved. But  that  industry  also  has  always  tended  to  give  those  con- 
tracts to  people  that  they  know. 

Mr.  Spratt.  Yes. 

Mr.  Williams.  They  have  not  tended  to  give  those  contracts  to 
just  the  new  guy  on  the  block,  particularly  if  he  is  a  minority  or 
if  he  is  a  woman. 

Mr.  Spratt.  That  is  a  good  point. 

Mr.  Williams.  So  my  point  is  that  yes,  increasing  the  floor  is 
fine,  but  I  think  that  once  again,  you  have  got  to  have  somebody 
in  the  system,  a  prequalification  system  that  is  fair,  that  lets  peo- 
ple get  into  that  program.  Otherwise,  the  government,  when  they 
take  the  responsibility  for  increasing  the  bond  level,  they  are  going 
to  come  up  with  so  many  cumbersome  rules  and  requirements  that 
you  will  shut  minorities  and  women  out  of  the  process  once  again. 

Mr.  Spratt.  Mr.  Leite. 

Mr.  Leite.  A  couple  of  comments  here  for  the  record.  First  of  all, 
I  really  do  not  think  that  the  government,  as  you  point  out,  Mr. 
Chairman,  has  the  abihty  to  self-insure.  First  of  all,  we  are  talking 
about  tax  dollars  of  which  I  share  a  good  portion  and  I  do  not  be- 
lieve that  tax  dollars  should  be  put  at  risk  unnecessarily. 

Second,  what  we  are  dealing  with  is  a  market  economy.  If  you 
have  insurance  companies  out  there  with  a  product  where  there  is 
a  need  to  buy  it,  they  are  going  to  make  adjustments,  as  they  will. 
You  have  got  contractors  who  need  bonding  and  what  we  have 
found— look  at  the  last  3  years,  the  largest  surety  companies  in  the 
country  have  begun  issuing  bonds  for  small  businesses  at  a  level 
that  they  did  not  for  maybe  15  or  20  years.  Because  of  the  outcry 
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from  small  businesses,  they  hooked  up  with  the  SBA-guarantee 
program.  These  companies  are  now  taking  advantage  of  the  SBA- 
guarantee  program,  but  they  are  still  issuing  bonds,  which  means 
more  small  contractors  are  in  the  marketplace. 

In  addition,  in  the  last  5  years  or  more,  we  have  seen  companies 
come  into  the  bond  market  who  were  not  there  previously.  These 
are  regional  companies,  smaller  insurance  companies,  who  see  the 
niche  that  is  not  being  filled  by  your  huge  national  insurance  com- 
panies to  provide  bonds  to  small  businesses.  So  the  niche  is  there 
and  it  is  being  filled.  Maybe  not  as  fast  as  some  would  Hke,  maybe 
not  as  efficiently  or  equitably  as  some  would  like,  but  these,  you 
know,  market  mechanisms  do  work.  And  that  is  happening. 

Oh,  lastly,  let  me 

Mr.  Spratt,  Well,  we  have  a  major  debate  as  to  whether  or  not 
they  do  work.  The  others  on  the  panel  are  looking  on  skeptically 
as  you  assert  that  they  work.  There  have  been  so  many  cases 
where  they  have  not  worked,  and  there  are  still  people  who  cannot 
get  bonding  out  there. 

I  used  to  be  in  this  business.  I  had  a  lot  of  small  business  clients. 
I  was  in  the  banking  business  and  I  loaned  money  to  people  who 
were  small  business  people  typically,  small  volume.  Those  who  had 
to  get  surety  bonds,  then  and  now,  always  had  this  chicken  and  egg 
problem  of  proving  that  they  could  do  this  sort  of  work,  and  they 
could  only  prove  tJiat  they  could  do  this  sort  of  work  to  get  a  bond 
by  actually  going  out  and  doing  it  not  once  but  three  or  four  times, 
bringing  the  project  in  on  schedule,  on  time,  and  on  cost.  Then  they 
established  the  sort  of  stature  that  was  necessary  to  get  the  atten- 
tion of  the  bonding  company  and  convince  Marsh  &  McLennan, 
their  agent  or  somebody  like  them,  that  they  could  indeed  perform. 
And  these  clients  never  could  get  out  of  that  vicious  cycle.  So  typi- 
cally they  looked  around  for  local  construction  work,  private  con- 
tractors who  did  not  require  surety  bonds  and  they  made  it  on 
their  own,  if  they  had  their  mettle,  without  getting-  any  government 
business. 

In  the  long  run,  I  think  the  government  probably  paid  more  be- 
cause I  think  if  the  universe  or  pool  of  small  contractors  who  were 
bidding  the  work  had  been  more  open  and  available  and  easier  for 
access,  then  they  would  have  driven  down  costs.  Typically  they 
were  lower  cost  providers  anyway. 

Mr.  Copelin. 

Mr.  Copelin,  I  would  like  to  speak  to  the  record  in  regard  to  the 
statement  the  gentleman  made  that  said  he  is  a  substantial  tax- 
payer and  tax  dollars  would  be  at  risk  if  your  proposal  was  imple- 
mented. And  I  would  like  to  say  I  am  a  substantial  taxpayer  and 
I  do  not  think  they  will  be  at  risk.  And  the  reason  why  I  do  not 
think  they  will  be  at  risk  is  because  you  clearly  qualified  your 
statement  about  the  proposal  by  sa3dng  the  controls  would  have  to 
be  put  in  place.  Then  Mr.  Williams  said  in  his  opinion  at  the  GSA, 
I  think  it  was,  some  controls  are  already  in  place.  So  I  would  not 
like  for  somebody  to  pick  up  the  report  and  read  it  and  say  well 
this  is  a  great  idea  the  chairman  has  except  we  cannot  put  tne  tax 
dollars  at  risk.  You  are  not  putting  any  tax  dollars  at  risk  by  doing 
this,  in  my  opinion. 
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In  addition,  I  think  the  response  that  you  are  now  getting  from 
the  industry  is  going  to  be  loud  and  clear  because  Mr.  Leite  is  cor- 
rect, there  is  a  whole  new  cadre  of  professionals  out  there  who  are 
now  saying  here  is  a  new  niche  in  the  market,  and  that  is  good. 
Let  us  start  these  regional  companies  and  we  can  make  some 
money,  emd  that  is  good,  by  providing  bonds  to  the  small  contrac- 
tors. Except  if  you  track  that,  and  I  have  to  some  degree,  what 
happens  is  the  new  surety  underwriters  end  up  making  more 
money  than  the  small  black  contractors  we  are  trying  to  put  in 
business.  They  do  not  get  in  business. 

Now  if  I  was  here  trying  to  talk  about  how  to  put  surety  people 
in  business,  I  would  support  that.  That  is  not  why  I  came.  I  came 
to  talk  about  how  black  contractors  get  in  business,  and  more  than 
that,  how  some  black  contractors  currently  in  business,  8(a)  con- 
tractors, are  going  out  of  business. 

I  walked  in  here — I  guess  I  am  talking  out  of  school,  you  can  tap 
me  on  my  shoulder  if  I  am — ^and  talked  to  a  gentleman  I  met  for 
the  first  time,  who  is  a  successful  8(a)  contractor  who,  in  fact,  can- 
not get  a  bond.  He  is  a  great  guy  because  he  is  from  Louisiana,  he 
is  from  New  Orleans,  he  just  happened  to  live  in  Chicago  for  30 
years.  And  here  is  a  guy  who  got  a  job,  performed  on  the  job  and 
now  the  government  is  hassling  him,  and  I  do  not  know  any  details 
about  it,  over  $18,000 — ^they  are  holding  $18,000  of  his  money  be- 
cause they  want  a  $5,000  a(^ustment.  Now  that  is  just  bureauc- 
racy. No  matter  who  is  right  or  who  is  wrong,  I  guarantee  you  for 
$18,000  the  government  and  the  contractor  is  better  off  if  they  sit 
in  the  room  and  work  it  out,  rather  than  taking  2  or  3  years  with 
lawyers  and  adjusters  or  whatever  else  goes  on,  to  try  to  work  it 
out.  I  would  not  do  that  in  my  business  and  you  would  not  do  it 
in  yours. 

So  without  getting  on  the  soap,  I  think  it  is  an  excellent  idea. 
The  National  Business  League  would  be  prepared  to  work  with  you 
and  the  Congress  to  try  and  implement  it,  and  I  do  not  think  you 
are  putting  tax  dollars  at  risk,  if  you  do  it  right.  And  when  you  do 
that,  you  are  going  to  get  more  contractors  in  the  industry;  and 
when  you  get  more  contractors  in  the  industry,  you  are  going  to  get 
a  better  bang  for  the  buck  because  anybodv  who  believes  the  public 
bid  process  is  the  most  efficient  way  to  do  business,  does  not  under- 
stand business.  If  you  have  a  handful  of  contractors  who  are  con- 
trolling the  industry,  you  know  what  is  going  to  happen  and  I  know 
what  is  going  to  happen.  But  if  you  open  it  up  to  all  these  folks 
behind  me  and  people  who  are  not  here  this  morning  and  you  let 
them  become  competitors  in  the  industry,  you  are  going  to  get  a 
better  price.  The  government  is  going  to  get  a  better  price. 

Mr.  Spratt.  Mr.  Ramirez. 

Mr.  Ramirez.  Chairman  and  Congressman,  currently  you  have 
under  Federal  Acquisition  Regulations  a  law  stating  that  any  SBA 
8(a)  contractor  has  the  opportunity  to  ask  for  a  waiver  of  a  surety 
bond.  This  law  currently  is  not  being  implemented.  They  do  not 
even — I  am  talking  about  the  contracting  officers — explain  it  to  the 
8(a)  contractors  of  the  availability  of  this  law. 

Mr.  Spratt.  What  are  the  regulatory  requirements? 

Mr.  Ramirez.  The  regulatory  reauirements  are  being  an  SBA 
8(a)  contractor  and  that  they  have  tne  credibility,  the  capability  to 
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successfully  compete  these  projects.  And  we  would  like  to  know 
why  this  law  is  not  currently  being  enforced.  That  is  one  thing. 

Mr.  Spratt.  Can  SBA  itself  make  the  waiver  decision  about  a 
particular  procurement  or  do  GSA,  Veterans'  Administration,  HUD, 
the  primary  agency  make  that  determination? 

Mr.  RAmREZ.  Currently  SBA  has  some  legal  people  in  their  office 
that  evaluate,  I  believe,  the  criteria  that  these  SBA  contractors 
must  fulfill.  But  it  all  goes  back  to  the  Treasury  listed  bonds.  So 
that,  in  essence,  is  one  of  the  forces  that  are  holding  us  back  in 
terms  of  meeting  those  requirements. 

Mr.  Spratt.  Well,  let  me  ask  Mr.  Leite,  is  there  any  reason  the 
government  should  not,  on  projects  let's  say  under  $1  million,  take 
the  slight  risk  of  going  with  less  than  a  A-rated  surety  bonding 
firm? 

Mr.  Leite.  No.  A  surety  firm  does  not  have  to  be  A-rated  to  be 
a  substantial  financial  resource. 

Mr.  Spratt.  And  if  the  government  said,  "we  will  consider  other 
than  Best  A-rated  surety  bonding  houses,"  would  it  expand  the 
availability  of  surety  bonds  substantially,  just  by  that  decision 
alone? 

Mr.  Leit^.  Well,  it  would  expand  it  in  my  experience.  I  do  not 
know  if  statistically  you  can  say  substantially,  but  it  certainly 
would  expand  it. 

Mr.  Spratt.  Are  there  a  lot  of  bonding  firms  with  a  classification 
under  A  which  are  eager  to  get  into  this  business  and  would  be  in 
it  if  the  government  was  seeking  their  surety  bonds? 

Mr.  Leite.  There  are  a  lot  of  B-rated  companies  with  financial 
ratings  of  under  6,  5,  B-5  companies,  that  provide  bonds  and  are 
willing  to  in  the  marketplace,  but  are  excluded  fi'om  State  and  gov- 
ernment agencies. 

Mr.  Spratt.  How  often  do  these  firms  fail? 

Mr.  Leite.  Well,  statistically,  I  cannot  answer  that. 

Mr.  Spratt.  But  it  is  not  very  frequently.  And  we  are  talking 
about  a  fairly  confined  event,  whether  or  not  a  company  can  per- 
form a  particular  project.  We  are  not  talking  about  Hurricane  An- 
drew or  Hurricane  Hugo,  something  like  that. 

Mr.  Leite.  That  is  exactly  right.  The  risk  or  the  volume  of  the 
risk  is  a  lot  smaller.  And,  in  the  few  years  thai  I  have  been  a  sur- 
ety specialist,  I  have  seen  some  companies  go  out  of  business,  but 
at  that  level  they  are  not  providing  single  bonds  of  $100  million  or 
more.  We  are  talking  about  manageable  companies  for  small  and 
medium-sized  businesses.  So  these  companies  usually  are  around 
for  the  long  haul. 

Mr.  Spratt.  Let  me  ask  you  a  few  other  questions  before  we  let 
this  panel  go,  because  I  think  v/e  have,  not  only  a  wealth  of  experi- 
ence and  information,  but  a  good  cross  section  and  a  good  range  of 
such. 

Just  taking  this  process  of  trying  to  develop  minority  and 
women-owned  business  opportunities  step-by-step,  let's  start  with 
the  identification  of  contract  opportimities.  How  well  does  that 
work?  I  have  heard  testimony  at  least  from  one  of  you  that,  right 
there  at  the  inception,  it  does  not  work  well  at  all;  it  is  too  little, 
too  late. 
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Mr.  Ramirez.  That  is  right,  Mr.  Chairman,  that  is  the  bottom 
line  right  now,  the  availability.  Contracts  are  not  out  there  for  mi- 
norities to  procure.  It  is  so  hard  going  through  the  mainstream. 
The  PCR's,  the  procurement  officers,  currently  are  shying  away 
from  anyone  representing  a  minority  contractor  and  they  pass  the 
buck.  They  say  go  back  to  your  SBA  agency,  submit  a  proper 
formatted  letter  and  submit  that  through  the  proper  channels.  By 
then  it  is  too  late,  the  jobs  have  long  gone  and  so  has  the  availabil- 
ity to  get  that  contract. 

Mr.  Spratt.  So  one  thing  we  could  clearly  do  to  help  the  situa- 
tion is  to  have  SBA  be  on  its  toes,  having  an  early  warning  system 
so  that  it  sees  these  opportunities  coming  along.  Now  SBA  has  hm- 
ited  resources.  Obviously,  if  we  want  to  help  SBA,  we  simply  have 
to  put  the  word  out  to  the  other  government  agencies,  which  are 
the  job-generating  sources,  that  they  have  got  to  work  with 
SBA 

Mr.  Ramirez.  That  is  right. 

Mr.  Spratt  [continuing].  Put  more  burden  upon  them  to  let  SBA 
know  sooner  of  the  opportunities  that  are  coming  along. 

I  don't  want  to  preclude  the  rest  of  you,  excuse  me.  Mr.  Copelin. 

Mr.  Copelin.  On  identification,  I  think  if  possible,  we  ought  to 
try  to  take  it  a  step  further.  And  by  that,  I  mean  this:  Not  simply 
saying  the  Corps  of  Engineers  has  five  projects  that  will  be  let  in 
January  1994  and  they  send  out  a  notification  and  get  it  to  this 
fine  gentleman  and  he  gets  it  to  his  membership  and  they  try  to 
procure  it.  That  is  one  form  of  identification.  A  better  form  of  iden- 
tification is  for  SBA,  or  whomever  may  be  appropriate,  to  partici- 
pate in  how  they  design  and  build.  Then  what  they  could  say  is, 
I  have  talked  with  the  8(a)  contractors  and  you  ought  not  let  on 
January  1,  1994,  five  projects  at  $50  million,  you  ought  to  let  20 
projects  at  $10  million.  So  an  identification  goes  a  lot  deeper  than 
simply  putting  a  notice  in  the  Commerce  Business  Daily  or  the 
Wall  Street  Journal  that  we  have  some  work  available. 

Mr.  Spratt.  OK,  so  you  cut  them  in  sooner,  particularly  if  it  is 
sort  of  a  design-built  contract. 

Mr.  Copelin.  Absolutely. 

Mr.  Spratt.  Mr.  WiUiams. 

Mr.  Williams.  I  would  agree  totally  with  Mr.  Copehn  on  that.  I 
think  that  every  major  building  project  and  development  project  in 
this  country  has  a  defined  planning  phase.  Minorities  and  women 
are  always  left  out  in  any  kind  of  design  or  any  kind  of  planning 
phase  for  these  projects,  and  that  is  why  when  we  first  know  about 
them,  at  a  point  in  time  when  they  are  on  the  street,  it  is  tradition- 
ally too  late  for  us  to  really  have  an  opportunity  to  get  our  forces 
or  our  resources  together  to  react.  So  clearly  for  every  project  over 
a  certain  level  that  has  a  defined  planning  phase,  ensuring  that 
whether  it  is  the  SADFUs  in  each  one  of  the  agencies  or  whether 
you  have  a  defined  representative  that  is  put  into  that  planning 
process  to  ensure  that  they  will  in  fact  know  what  the  impact  that 
opportunity  will  have  on  minority  and  women  business  commu- 
nities is  something  that  could  be  done  that  would  be  an  early  warn- 
ing or  an  early  information  process  that  the  minority  and  women's 
business  community  could  use  effectively  to  ensure  that  they  did 
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get  an  opportunity  to  get  their  resources  in  place  to  compete  when 
it  was  time  to  compete. 

Mr.  CoPELiN.  And  one  check  and  balance  under  the  theory  that 
he  who  controls  the  purse  strings  controls  might  be  that  when  an 
agency  comes  before  the  Appropriations  Committees  to  get  final  ap- 
propriations for  their  project,  they  are  required  to  submit  to  the 
Appropriations  Committees  of  the  Congress  a  plan  that  supports 
what  we  are  talking  about. 

Mr.  Spratt.  Well,  we  really  do  not  get  down  to  this  level  of  detail 
in  appropriating  billions  of  dollars  in  the  appropriations  process. 

Mr.  CoPELiN.  I  know,  but  you  could.  I  do  not  either  at  the  State 
level,  but  when  I  want  to,  I  can. 

Mr.  Spratt.  We  can  say  to  Federal  agencies,  as  part  of  planning, 
"You  identify  early  in  the  planning  stages  those  parts  of  the  project 
that  clearly  can  be  done  by  small  busmess  minority-owned  firms." 

Now  the  next  thing  you  need  to  do  is  that  your  agencies  of  the 
Federal  Government  need  to  understand  their  constituencies;  they 
need  to  understand  the  small  business  constituency.  The  SBA,  of 
course,  is  the  advocate,  but  it  would  seem  to  me  that  if  HUD, 
NASA,  Department  of  Energy,  and  VA  are  really  into  supporting 
this  program,  then  they  are  going  to  ferret  out  these  firms  in  their 
local  community,  which  are  doing  good  work  and  have  done  good 
work  before.  They  will  be  proactive,  as  Congressman  Rush  put  it, 
and  thev  will  know  the  constituencies  better  than  anybody  else. 
How  well  is  that  done? 

Mr.  CoPELiN.  It  is  not  done  at  all. 

Mr.  Ramirez.  It  is  not  done. 

Mr.  CoPELiN.  Not  done  at  all. 

Mr.  Spratt.  Let  me  go  down  these  firms  quickly  and  then  we 
need  to  get  on  with  the  hearing.  I  do  not  want  to  preclude  any  fiir- 
ther  questions  that  Congressman  Rush  wants  to  ask  either,  but  we 
were  curious  and  we  asked  about  Section  8(a)  contracts  in  the  SBA 
Chicago  region,  to  find  out  who  is  doing  the  best  in  the  program. 

[Subcommittee  note. — ^The  data  referred  to  bv  Mr.  Spratt  was 
provided  by  SBA  and  was  compiled  by  staff,  as  follows:] 
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Section  8(a)  Contracts  within  SBA  Chicago  Region  --  FY  1992 

[Compiled  from  current  SBA  regional  office  data] 

Total  $  value  of  Contracts 


$23,724,540.28 

46,394,342.90 

481,046.66 

7,830.00 

2,500,000.00 

445,551.00 

339,339.00 

788,804.75 

2,538,777.46 

63,491.00 

258,783.80 

109,221.12 

246,476.80 

3,958,775.43 

40,214.00 

7.833,921.87 

10.619,579.96 

1,401,114.60 

2,832.103.92 

196,146.69 

352,007.00 

55,707.00 

127,354.23 

200,000.00 


AOENCY 

No.  of  Contract"; 

Air  Force 

12 

Army 

67 

Census 

1 

Coast  Guard 

1 

Courts 

1 

DGSC 

1 

DHHS 

1 

DIPEC 

4 

DLA 

3 

DOD 

1 

DOE 

8 

DOT 

1 

DPSC 

1 

FAA 

9 

Fed  Law  En 

1 

GSA 

13 

IRS 

11 

LOC 

1 

NAVY 

6 

PRISONS 

4 

RRRB 

4 

SBA 

1 

SCS 

1 

SEC 

1 

112 


SECRET  SVS  1                                                1,054,000.00 

TREASURY  1                                                      71,204.00 

USDA  2                                                    166,511.00 

USPFO  6                                                    953,819.36 

DVA  25                                                  4,336,399.43 

TOTAL  $112,097,063.94 

Modifications  19,641,108.00 

FY  1992  Contracts  &  Modifications  $131,738,172.00 
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Section  8(a)  Contracts  within  SBA  Chicago  Region  ••  FY  1993  (1st  half) 
[Compiled  from  current  SBA  regional  office  data] 

Total  S  value  of  Contracts 


$3,915,071.88 

6,873,993.62 

495,303.21 

193,309.20 

48,276.00 

35,104.00 

329,203.96 

4,480,618.80 

791,773.18 

422,295.00 

3,061,447.50 

43,798.00 

246,097.90 

131,005.25 

59,891.76 

2,265,231.00 

$23,392,420.26 

5,506,230.00 

$28,898,650.00 


AGENCY 

No.  of  Contracts 

Air  Force 

8 

Army 

17 

Census 

1 

DGSC 

1 

DEF  DIST 

1 

DISA 

1 

FAA 

3 

GSA 

2 

IRS 

6 

LABOR 

2 

NAVY 

6 

NRC 

1 

PRISONS 

1 

SBA 

2 

USPFO 

1 

DVA 

6 

TOTAL 

Modifications 

FY  1993  Total  Contracts  &  Modifications 
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Mr.  Spratt.  DOD  is  not  doing  so  badly  in  terms  of  dollar  volume; 
Army,  Air  Force  are  pretty  big  dollar  values.  It  is  hard  to  know  ex- 
actly what  that  business  is. 

It  is  interesting  to  see  that  you  apparently  have  a  problem  with 
HUD.  Is  it  your  feeling  that  HUD  is  doing  all  that  it  could  with 
the  work  that  it  has  got  under  its  portfolio,  in  farming  that  work 
out  and  trjdng  to  find  minority  firms  who  could  do  it?  For  example, 
it  would  seem  to  me  that  property  management  is  an  area  where 
small  firms  could  move  in,  take  over  foreclosed  properties  and  man- 
age them  imtil  the  properties  are  disposed  of.  Aiid  yet  I  understand 
that  HUD,  because  it  has  gotten  burned  on  this  before,  has  been 
reluctant  to  engage  small  minority-owned  firms.  Do  you  have  expe- 
rience with  that,  that  could  explain  HUD's  attitude? 

Mr.  CoPEUN.  I  cannot  give  you  a  direct  experience,  but  I  think 
you  make  interesting  observations  when  you  say  HUD  had  a  bad 
experience  and  the  firm  got  burned.  That  is  unfortunate,  but  sim- 
ply because  there  is  one  fire,  you  cannot  stop  living. 

Mr.  Spratt.  Well,  it  might  have  been  several  experiences,  who 
knows. 

Mr.  COPELIN.  If  there  was  100,  the  point  I  make  is  that,  with  the 
Defense  Department — and  I  am  not  trying  to  compare  ugliness,  but 
the  majority  firms  have  the  same  problems,  but  they  do  not  say 
well,  we  are  not  going  to  do  any  business  with  majority  firms  any 
more  because  we  had  some  bad  experiences,  is  the  point  I  make. 
Yes,  you  are  going  to  have  some  fallout.  No  matter  what  we  collec- 
tively do,  you  are  going  to  have  some  minority  firms  who  fall  by 
the  wayside,  some  who  do  what  is  not  correct,  but  that  does  not 
mean  simply  because  you  have  1  or  2  or  100  that  you  need  to  high- 
light folks,  talk  about  the  thousands  that  do  not  have  that  problem 
and  we  ought  to  focus  on  the  good,  not  the  bad,  and  weed  out  the 
bad  and  continue  with  the  good. 

My  bottom  line  is  HUD  ought  not  stop  doing  that,  if  they  did, 
simply  because  they  had  a  bad  experience  and  somebody  had  an 
audit  and  said  so  and  so  did  something  wrong  or  did  not  perform. 

Mr.  Spratt.  Mr.  Williams. 

Mr.  Williams.  Mr.  Chairman,  I  hesitate  in  response,  and  as  a 
Chicagoan,  to  your  question,  only  because  I  was  really  trying  to  go 
back  and  think  about  the  number  of  minorities  and  women  that 
have  even  been  allowed  to  play  in  this  game.  There  has  not  been 
that  many  and  as  long  as  you  have  organizations  like  Presidential 
Towers  that  show  up  in  the  news  where  you  have  major  losses  by 
major  white  property  managers — I  mean  we  are  not  a  factor  yet. 
So  we  need  to  be  a  factor  for  us  to  give  a  critique  as  to  whether 
or  not  we  are  really  doing  that.  We  are  not  a  factor  in  this  market- 
place at  this  time. 

Mr.  CoPELiN.  But  I  can  get  you  some  specifics  on  that,  Mr. 
Chairman,  because  one  of  our  members  is  NARAB  and  they  work 
very  closely  on  that  and  I  will  make  a  note  to  get  the  chairman  of 
that  group  to 

Mr.  Spratt.  That  would  be  usefiil  for  us. 

Let  me  ask  you  this  generally — accentuate  the  positive.  Who  is 
doing  well  in  Chicago  and  in  the  Chicago  region?  Which  agencies 
of  government  tend  to  be  the  most  responsive,  the  most  alert  to  op- 
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portunities,  and  the  most  aggressive  about  seeing  that  those  oppor- 
tunities are  capitaHzed? 

Mr.  Ramirez.  There  is  not  really  one  agency  that  is  highlighted 
out  there  right  now. 

Mr.  Williams.  I  think  recently  the  GSA  on  some  of  their  major 
new  structures  have  made  some  positive  steps.  They  just  finished 
the  Ralph  Metcalf  Federal  Center  downtown,  which  had  a 
recordsetting  pace  of  the  utilization  of  both  minority  and  women 
contractors,  sort  of  like  a  milestone  record  for  the  entire  GSA  oper- 
ation nationally.  They  have  replicated  that  process  now  in  Detroit. 
They  also  had  a  process  like  that  clearly  in  Oakland,  CA.  So  on 
maior  building  projects,  the  GrSA  is  beginning  to  look  at  this  with 
a  different  view.  But  other  than  that,  I  am  not  sure  on  the  oper- 
ations side,  I  don't  know  what  their  progn*ams  are. 

Mr.  Spratt.  Let  me  thank  you.  We  have  got  to  move  on;  we  could 
talk  the  rest  of  the  morning,  because  you  have  provided  some  enor- 
mously useful  information  and  could  provide  more.  But  let  me  give 
Mr.  Rush  the  opportunity  to  ask  any  mrther  questions. 

Mr.  Rush.  Mr.  Chairman,  I  have  just  one  other  question. 

Recentlv  I  had  a  conversation  with  Secretary  Pefia  of  the  Depart- 
ment of  Transportation,  and  I  asked  him  how  he  thought  he  might 
be  able  to  be  more  helpful  in  encouraging  minority  and  women- 
owned  businesses.  I  asked  him  specifically  about  the  dollar  amount 
of  contracts,  that  I  thought  there  needed  to  be,  again,  some  aggres- 
sive activities  in  terms  of  reducing  the  dollar  amounts  from  these 
mega  contracts,  these  humongous  contracts,  to  bring  them  down  to 
a  level  where  we  would  have  more  competition  for  the  contracts. 

Can  anybody  comment  on  that,  any  witnesses? 

Mr.  Williams.  I  want  to  make  the  strong  point  here  that  the  De- 
partment of  Transportation  has  consistently  had  a  disadvantaged 
business  program  and  not  a  minority  ana  women  business  pro- 
gram. You  will  hear  testimony  later  on  today  that  in  cities  like  Chi- 
cago, we  do  not  support  disadvantaged  business  programs  as  much 
as  we  support  minority  and  women  business  programs.  As  long  as 
the  goals  are  muddy  because  they  are  disadvantaged  business  pro- 
grams, we  think  that  the  minority  community  specifically  loses  out 
on  opportunities  to  be  a  larger  player  at  the  Department  of  Trans- 
portation as  it  relates  to  the  kind  of  contracts  that  they  let.  I  real- 
ize at  the  national  level  there  has  been  continual  discussion  about 
separating  the  goals  out  and  making  them  once  again  minority  and 
women  as  versus  DBE.  That  is  something  that  we  strongly  support 
here  because  we  do  not  feel  that  minority  firms  are  serviced  lairly 
or  adequately  by  a  disadvantaged  business  program. 

Mr.  COPELIN.  I  would  like  to  just  echo  that  feeling  because  if  you 
look  nationwide  at  most  of  the  States,  the  so-called  set-aside  pro- 
grams have  in  fact  gone  to  white  females  and  not  African  Ameri- 
cans. If  anybody  wanted  to  do  a  little  research,  it  may  perhaps 
even  show  that  some  of  those  successful  females  are  descendants 
and  have  relations  with  some  of  the  majority  firms  and  that  was 
not  in  fact  the  goal  of  the  program.  So  I  think  it  is  clearly  a  situa- 
tion where  we  have  to  separate  out  and  say  that  we  need  to  have — 
I  think  women  ought  to  get  ever3iihing  they  want,  I  am  for  that, 
but  we  ou^ht  to  have  a  black  piece.  I  am  not  trying  to  offend  any 
other  ethnic  group  and  I  am  not  trying  to  limit  tne  definition  of  mi- 
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nority,  but  the  bulk  of  my  membership  is  African  American  and 
that  is  who  I  predominantly  represent.  I  coordinate  very  closely 
with  the  Hispanic  community  and  the  Asian  community,  but  it 
needs  to  be  separated  out,  and  it  needs  to  be  clearly  separated  out. 

Mr.  Spratt.  Thank  you  very  much  for  coming.  Let  me  ask  you 
one  final  thing.  If  any  of  you  have  recommendations  for  changes  in 
the  laws  and  regulations  that  apply  to  these  programs  we  have 
been  discussing,  the  8(a)  program  and  in  particular  surety  bonding, 
we  would  welcome  them  for  tne  record  so  that  we  could  weigh  them 
and  decide  whether  or  not  we  can  make  a  recommendation  our- 
selves to  the  committees  of  Congress. 

Mr.  CoPELiN.  Thank  you  for  tne  opportunity  to  appear  here. 

Mr.  Spratt.  You  have  made  a  tremendous  contribution  and  we 
really  appreciate  your  coming.  Thank  you  very  much  indeed. 

Mr.  Rush.  Mr.  Chairmgui,  while  tne  next  panel  is  assembling 
here,  I  wanted  for  the  record  to  acknowledge  the  fact  that  State 
Senator  Alice  Palmer  was  in  the  room,  I  think  she  stepped  out  in 
the  hallway,  but  State  Senator  Alice  Palmer  was  a  part  of  the  audi- 
ence here  observing  this  hearing. 

Mr.  Spratt.  When  she  comes  back,  recognize  her. 

Let  us  decide  how  we  will  proceed.  Let  us  go  back  to  panel  No. 
1,  which  is  composed  of  contractors  and  officials  of  contractor  orga- 
nizations. We  were  expecting  Jerome  Peters  to  be  here  represent- 
ing the  Black  Contractors  United.  Mr.  Peters. 

Let  me  see  if  Theresa  Kern  of  Women  Construction  Owners  & 
Executives,  Illinois  chapter  is  here. 

Ms.  RAT^fER.  She  is  not  here. 

Mr.  Spratt.  Ray  Mota,  Hispanic  American  Construction  Indus- 
try. 

Ms,  Ratner,  Also  not  here. 

Mr.  Spratt.  Not  here.  Sam  Chung,  president.  Association  of 
Asian  American  Construction  Enterprises. 

Ms,  Ratner,  Not  here. 

Mr.  Spratt.  OK.  Now  is  Jerome  Peters  here? 

Mr.  Peters,  Yes,  I  am, 

Mr,  Spratt,  Mr,  Peters,  what  we  would  invite  you  to  do  is  join 
the  other  witnesses  on  the  next  panel.  Come  on  up  and  testify, 

Mr.  Peters,  Mr,  Spratt,  we  are  going  to  submit  written  testi- 
mony at  a  later  date,  and  we  decline  to  testify  at  this  time. 

Mr.  Spratt.  Thank  you. 

Let  me  invite  the  third  panel  to  come  up.  The  third  panel  con- 
sists of  resource  and  technical  assistance  organizations.  Ralph  G. 
Moore,  who  is  the  president  of  Ralph  G.  Moore  Associates;  Hedy 
Ratner,  who  is  the  director.  Women's  Business  Development  Cen- 
ter, and  Doris  Davenport,  who  is  the  president  of  the  MEGA  Cen- 
ter, the  Minority  Enterprise  Growth  Center. 

We  have  you  listed  Ralph  Moore,  Hedy  Ratner,  and  Doris  Dav- 
enport, in  that  order.  The  only  reason  I  say  that  is  I  do  not  want 
to  seem  to  be  showing  undue  sexual  preference  in  letting  the  man 
go  first,  but  if  there  is  no  objection  on  the  part  of  the  two  female 
witnesses,  we  will  just  take  you  in  the  order  that  you  are  listed. 
Mr,  Moore  of  Ralph  G.  Moore  Associates,  welcome,  I  think  we  have 
your  prepared  testimony,  and  we  will  simply  make  it  part  of  the 
record.  That  applies  to  you,  Ms,  Davenport,  and  to  you,  Ms.  Ratner, 
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as  well;  all  of  your  testimony  is  made  part  of  the  record  so  that  you 
can  summarize  it. 
Mr.  Moore,  you  are  the  lead  witness,  you  can  take  the  floor. 

STATEMENT  OF  RALPH  G.  MOORE,  PRESmENT,  RALPH  G. 

MOORE  ASSOCIATES 

Mr.  Moore.  OK,  fine.  Mr.  Chairman,  Congressman  Rush,  mem- 
bers of  the  subcommittee,  I  am  honored  to  appear  before  you  to 
present  this  testimony. 

My  name  is  Ralph  Moore,  president  of  Ralph  G.  Moore  &  Associ- 
ates, or  RGMA.  RGMA  is  a  multifaceted  management  and  informa- 
tion systems  consulting  firm  with  offices  in  Chicago,  Hemdon,  VA 
and  Milwaukee,  WI.  We  are  also  in  the  8{a)  program.  Founded  in 
1979,  the  firm  specializes  in  strategic  planning,  program  evalua- 
tions, information  systems,  and  mmority  business  development. 
RGMA  has  a  staff  of  60  and  currently  services  a  variety  of  minority 
business,  corporations,  and  government  clients,  including  HUD, 
DOE,  SBA,  and  Baxter  Healthcare  Corp.  In  addition,  the  firm  has 
a  key  role  in  the  Chicago  MEGA  Center,  which  is  the  pilot  minority 
business  initiative  funded  by  the  Department  of  Commerce,  MBDX 
Since  our  inception,  we  have  provided  direct  service  to  over  300 
MBE's  .ind  delivered  workshops  and  seminars  to  over  5,000  entre- 
preneurs. 

RGMA  believes  that  the  103d  Congress  has  the  unique  oppor- 
tunity to  positively  impact  the  growth  of  minority  business  develop- 
ment unlike  any  other  Congress  in  history.  Similar  to  the  New 
Deal  of  the  1930^s  or  the  New  Frontier  of  the  1960's,  the  103d  Con- 
gress has  the  opportunity  to  make  a  lasting  mark  in  history  with 
a  bold  minority  business  initiative  that  will  transform  minoritv 
businesses  from  an  "issue"  to  a  vital  national  resource.  The  ulti- 
mate objective  of  a  Federal  MBE  strategy  should  be  to  mainstream 
MBE's  into  the  overall  mission  of  all  government  agencies,  not  just 
SBA  f.nd  MBDA,  By  this,  all  products  and  services  that  contribute 
to  the  improved  efficiency  and  quality  of  government  operations 
should  be  provided  by  all  forms  of  business  enterprises,  including 
minority-owned  firms. 

Our  strategic  vision  for  developing  viable  minority  business  en- 
terprises is  driven  hy  the  reality  that  a  strong  minority  business 
commimity  is  essential  to  U.S.  economic  recovery  and  national  se- 
curity. Leading  economists  suggest  that  the  prescription  for  curing 
the  worldwide  recession  is  increased  productivity.  There  is  no 
greater  opportunity  for  increased  utilization  and  productivity  than 
in  the  minority  business  segments  of  our  economy. 

Defining  the  opportunity:  Historically,  most  Federal  minority 
business  enterprise  initiatives  emphasize  contracting  and  financing 
concerns,  diverting  needed  attention  from  the  importance  of  man- 
agement and  technical  assistance.  Yes,  MBE's  need  access  to  cap- 
ital, and  yes,  MBE's  need  to  secure  contracts.  But  to  properly  man- 
age capital  and  to  effectively  perform  on  the  contracts,  MBE's  need 
to  establish  solid  business  foundations  based  upon  strong,  com- 
petent management  and  a  sound  plan  of  action.  The  opportunity 
for  MBE's  to  participate  and  contribute  to  the  expansion  of  the 
economy  will  come  only  when  MBE's  master  the  time-tested  tools 
of  industry  such  as  strategic  planning,  total  quality  management, 
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market  research,  cost  accounting,  automated  information  systems, 
human  resource  strategies,  and  capital  budgeting,  to  name  but  a 
few. 

Our  proposed  plan  of  action  is  steeped  with  reality.  The  following 
realities  drive  our  recommendations  for  stimulating  minority  busi- 
ness development: 

One,  there  are  limited  public  sector  dollars  available  to  address 
all  of  the  critical  needs  and  concerns  of  MBE's. 

Two,  many  Fortune  500  corporations  have  made  a  commitment 
to  purchase  increased  goods  and  services  from  MBE's. 

Three,  the  Croson  decision  has  not  had  a  significant  negative  im- 
pact on  State  and  local  programs  that  was  once  feared,  thus  other 
opportunities  aside  from  the  Federal  sector  do  exist  for  MBE's. 

Four,  there  is  little  interaction  and  joint  initiatives  between  Fed- 
eral agencies,  including  SBA,  MBDA,  and  HUD. 

Five,  most  Federal  MBE  initiatives  focus  on  procurement,  busi- 
ness planning  or  financing,  thus  leaving  a  void  in  other  critical 
management  and  technical  assistance  areas. 

Six,  there  are  few  initiatives  that  integrate  the  services  available 
from  local.  State,  private,  and  various  Federal  MBE  programs. 

Seven,  with  exception  of  SBA's  7(j)  program  and  the  MEGA  Cen- 
ter from  MBDA,  most  technical  assistance  programs  have  limited 
staffing  capabilities  and  expertise  and  they  are  also  focused  toward 
smaller  startup  MBE's  versus  medium  to  larger  MBE's. 

Eight,  most  Federal  MBE  initiatives  have  little  to  no  effective 
quality  assurance  or  continuous  improvement  vehicles  to  ensure 
that  MBE's  are  receiving  quality  services. 

Nine,  there  are  few  Federal  initiatives  to  prepare  minority  man- 
agers within  corporate  America  for  entrepreneurship  before  they 
take  the  plunge  in  starting  their  own  business. 

Based  on  those  realities,  we  suggest  that  Congress  consider  the 
following  MBE  initiatives  in  reexamining  and  strengthening  the 
Federal  infrastructure  for  minority  business  development:  Define  a 
central  point  for  coordinating  and  monitoring  all  Federal  MBE  con- 
tracting and  technical  assistance  activities;  within  SBA,  elevate  the 
Office  of  Minority  Small  Business  Capital  Ownership  Development 
from  the  Associate  Administrator  level  to  an  Associate  Deputy  Ad- 
ministrator. Similarly  at  MBDA,  there  is  a  need  to  elevate  the 
agency  to  Under  Secretary  status;  provide  district  SBA  offices  with 
adequate  staffing;  work  with  the  minority  business  community  to 
incorporate  an  active  MBE  outreach  mandate  into  every  Federal 
agency;  leverage  all  available  local.  State,  and  private  MBE  re- 
sources to  address  concerns  of  MBE's  versus  duplicating  existing 
programs;  develop  a  comprehensive  three-tier  strategy  for  gprowing 
MBE's  at  all  levels;  new  and  small  community  based  firms,  me- 
dium-sized firms  with  high-growth  potential  and  larger  emerging 
firms;  build  upon  existing  successful  MBE  initiatives  on  the  State 
and  local  level;  incorporate  quality  assurance  and  continuous  im- 
provement models  in  all  Federal  MBE  programs;  implement  ex- 
panded Federal  MBE  management  and  technical  assistance  initia- 
tives using  the  three-tier  structure;  and  develop  strategies  to  pre- 
pare minorities  for  business  ownership  before  they  enter  the 
stage — ^before  they  start  their  businesses. 
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In  summary,  minority  business  will  assume  its  proper  role  as  a 
national  resource  when  the  mission  of  Federal  MBE  development 
initiatives  is  integrated  into  the  overall  mission  of  each  government 
agency,  and  when  we  start  measuring  the  success  of  minority  de- 
velopment initiatives  in  terms  of  contribution  to  gross  national 
proouct  and  national  security,  as  well  as  contract  and  finance  dol- 
lars. To  accomplish  this  goal,  MBE  initiatives  must  go  beyond  pro- 
curement and  financing  programs  and  must  incorporate  all  State, 
local,  private,  and  Federal  resources.  Additionally,  the  focus  on 
management  and  technical  assistance  must  be  retained  as  new, 
cost-effective  methods  for  delivering  quality  services  to  each  of  the 
three  tiers  of  minority  firms  under  development.  Strategic  planning 
for  the  future  should  not  be  confined  to  the  operations  of  busi- 
nesses, but  expanded  to  address  the  continuously  changing  needs 
of  businesses  that  can  be  effectively  addressed  by  the  Federal  Gov- 
ernment. 

We  now  have  an  opportunity  to  implement  a  significant  change. 
We  cannot  afford  to  let  this  opportunity  pass. 

Again,  my  other  comments  are  already  recorded.  You  mentioned 
a  comment  on  HUD,  we  have  a  contract  working  with  HUD  to  in- 
crease the  utilization  of  minority  businesses  throughout  the  coun- 
try, and  hopefiilly  in  the  question  and  answer  part  of  the  hearing, 
we  can  talk  about  that.  So  I  will  turn  it  over  to  my  fiiend,  Hedy. 

[The  prepared  statement  of  Mr.  Moore  follows:] 
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PREPARED  STATEMENT  BY  RALPH  G.  MOORE 
PRESIDENT,  RALPH  G.  MOORE  &  ASSOCIATES 

BEFORE  THE  SUBCOMMITTEE  ON  COMMERCE, 

CONSUMER,  AND  MONETARY  AFFAIRS 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 

HOUSE  OF  REPRESENTATIVES 

JULY  12,  1993 


Mr.  Chairman,  and  members  of  the  Subcommittee,  I  am  honored  to  appear  before  you  to  present 
this  testimony. 

My  name  is  Ralph  G.  Moore  and  I  am  President  of  Ralph  G.  Moore  &  Associates,  RGMA. 
RGMA  is  a  multifaceted  management  and  information  systems  consulting  firm  with  offices  in 
Chicago,  IL,  Herndon,  VA  and  Milwaukee,  WI.  Founded  in  1979  by  Ralph  G.  Moore,  the  firm 
specializes  in  strategic  planning,  program  evaluations,  information  systems  and  minority  business 
development.  RGMA  has  a  staff  of  60,  and  currently  services  a  variety  of  minority  business, 
corporate  and  government  clients  including:  the  U.S.  Department  of  Housing  and  Urban 
Development  (HUD),  U.S.  Department  of  Energy  (DOE),  U.S.  Small  Business  Administration 
(SBA)  and  Baxter  Healthcare  Corporation.  In  addition,  the  firm  has  a  key  role  in  the  Chicago 
MEGA  Center;  a  pilot  minority  business  initiative  funded  by  the  U.S.  Department  of  Commerce, 
Minority  Business  Development  Agency.  Since  our  inception  we  have  provided  direct  service 
to  over  300  MBEs  and  delivered  workshops  and  seminars  to  over  5,000  entrepreneurs. 


NEED  FOR  A  BOLD  STATEMENT 

RGMA  believes  that  the  103rd  Congress  has  the  unique  opportunity  to  positively  impact  the 
growth  of  minority  business  development  unlike  any  other  Congress  in  history.  Similar  to  the 
New  Deal  of  the  1930s  or  the  New  Frontier  of  the  1960s,  the  103rd  Congress  has  the 
opportunity  to  make  a  lasting  mark  in  history  with  a  bold  minority  business  initiative  that  will 
transform  minority  businesses  from  an  "issue"  to  a  vital  national  resource.       The  ultimate 
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objective  of  a  Federal  MBE  strategy  should  be  to  mainstream  MBEs  into  the  overall  mission  of 
all  government  agencies,  not  just  SBA  and  MBDA.  By  this,  all  products  and  services  that 
contribute  to  the  improved  efficiency  and  quality  of  government  operations  should  be  provided 
by  all  forms  of  business  enterprises  -minority-owned  firms,  inclusive. 

RGMA's  strategic  vision  for  developing  viable  minority  business  enterprises  is  driven  by  the 
reality  that  a  strong  minority  business  community  is  essential  to  the  U.S.  economic  recovery  and 
national  security.  Leading  economists  suggest  that  the  prescription  for  curing  the  world-wide 
recession  is  increased  productivity.  There  is  no  greater  opportunity  for  increased  utilization  and 
productivity  than  in  the  minority  business  segments  of  our  economy. 

DEFINING  THE  OPPORTUNITY 

Historically,  most  Federal  Minority  Business  Enterprise  (MBE)  initiatives  emphasized 
contracting  and  financing  concents  diverting  needed  attention  from  the  importance  of 
management  and  technical  assistance.  Yes,  MBEs  need  access  to  capital  and  yes,  MBEs  need 
to  secure  contracts.  But  to  properly  manage  capital  and  to  effectively  perform  on  the  contracts, 
MBEs  need  to  establish  solid  business  foundations  based  upon  strong,  competent  management 
and  a  sound  plan  of  action.  The  opportunity  for  MBEs  to  participate  and  contribute  to  the 
expansion  of  the  U.S.  economy  will  come  only  when  MBEs  master  the  time-tested  tools  of 
industry  such  as  strategic  planning,  total  quality  management,  market  research,  cost  accounting, 
automated  mformation  systems,  human  resource  strategies,  and  capital  budgeting,  to  name  a  few. 
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PROPOSED  PLAN  OF  ACTION 


Our  proposed  plan  of  action  is  steeped  with  reality.     The  following  realities  drive  our 
recommendations  for  stimulating  minority  business  development. 

1.  There  are  limited  public  sector  dollars  available  to  address  all  of 
the  critical  needs/concerns  of  MBEs; 

2.  Many  Fortune  500  corporations  have  made  a  commitment  to 
purchase  increased  goods  and  services  from  qualified  MBEs; 

3.  The  Croson  Decision  has  not  had  the  negative  impact  on  state  and 
local  programs  that  was  once  feared,  thus  other  opportunities  aside 
from  the  Federal  sector  do  exist  for  MBEs; 

4.  There  is  little  interaction  and  joint  initiatives  between  Federal 
agencies  including  SBA,  MBDA  and  HUD; 

5.  Most  Federal  MBE  initiatives  focus  on  procurement,  business 
planning  and/or  financing,  thus  leaving  a  void  in  other  critical 
M&TA  areas; 

6.  There  are  few  initiatives  that  integrate  the  services  available  from 
local,  state,  private  and  the  various  Federal  MBE  programs; 

7.  With  exception  of  SBA's  7(j)  program  and  MBDA's  MEGA 
Center,  most  technical  assistance  programs  have  limited  staff 
capabilities  and  expertise.  They  also  are  focused  toward  smaller, 
start-up  MBEs  versus  medium   to  large  MBEs; 

8.  Most  Federal  MBE  initiatives  have  little  to  no  effective  quality 
assurance  or  continuous  improvement  vehicles  to  insure  that  MBEs 
are  receiving  adequate  services;  and 

9.  There  are  few  Federal  initiatives  to  prepare  minority  managers 
within  the  corporate  community  for  entrepreneurship  before  they 
take  the  plunge  in  starting  their  own  business. 


123 


Based  on  the  above  realities,  we  suggest  that  Congress  consider  the  following  MBE  initiatives 
in  reexamining  and  strengthening  the  Federal  infrastructure  for  minority  business  development: 

1.  Define  a  central  point  for  coordinating  and  monitoring  all  Federal 
MBE  contracting  and  technical  assistance  activities; 

2.  Elevate  the  Office  of  Minority  Small  Business  Capital  Ownership 
Development  from  the  Associate  Administrator  level  to  the  Associate 
Deputy  Administrator; 

3.  Elevate  the  Minority  Business  Development  Agency  to  Under  Secretary 
status; 

4.  Provide  District  SBA  offices  with  adequate  staffing. 

5.  Work  with  the  minority  business  community  to  incorporate  an 
active  MBE  outreach  mandate  into  every  Federal  agency; 

6.  Leverage  all  available  local,  state,  and  private  MBE  resources  to 
address  concerns  of  MBEs  versus  duplicating  existing  programs; 

7.  Develop  a  comprehensive,  three-tier  strategy  for  growing  MBEs 
at  all  levels; 

•  new  and  small  community-based  firms, 

•  medium  size  firms  with  high  growth  potential, 

•  and  larger,  emerging  firms; 

8.  Build  upon  existing  successful  MBE  initiatives  on  the  state  and 
local  levels; 

9.  Incorporate  quality  assurance  and  continuous  improvement  models 
in  all  Federal  MBE  programs. 

10.  Implement  expanded  Federal  MBE  management  and  technical 
assistance  initiatives  using  the  three  tier  structure;  and 

11.  Develop  strategies  to  prepare  minorities  for  business  ownership. 
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1.  DEVELOP  THE  MASTER  MBE  DEVELOPMENT  STRATEGY 

To  effectively  address  the  above  objectives,  it  will  be  imperative  that  a  "Master  MBE 
Development  Strategy"  (The  Strategy)  be  developed.  Initiated  at  the  Federal  level,  the  process 
for  strategy  development  will  assess  all  factors  both  internal  and  external  to  the  Federal 
government  that  may  impact  its  success.  The  Strategy  will  coordinate  all  MBE  activities  within 
the  various  Federal  agencies.  In  addition,  this  strategy  will  incorporate  all  local,  state  and 
private  initiatives  into  a  state  by  state  strategy  which  will  compliment  the  overall  master  strategy. 
The  Strategy  could  also  be  the  vehicle  for  introducing  innovative  MBE  initiatives  to  agencies  that 
in  the  past  only  had  limited  MBE  procurement  activity. 

2.  ELEVATE    THE    OFFICE    OF    MINORITY    SMALL    BUSINESS    CAPITAL 
OWNERSHIP  DEVELOPMENT  (MSB-COD)  WITHIN  SBA 

If  minority  business  development  initiatives  remain  within  SBA  we  strongly  urge  the 
subcommittee  to  consider  elevating  the  Office  of  Minority  Small  Business  Capital  Ownership 
Development  from  a  Associate  Administrator  level  to  an  Associate  Deputy  Administrator  level. 
MSB-COD  was  created  in  1968  as  a  response  to  the  urban  riots.  Now,  25  years  later,  the  world 
has  changed.  Minority  business  development  has  taken  on  a  much  greater  significance  in  our 
country,  but  yet  its  posture  within  SBA  remains  at  a  low  level.  This  elevation  of  status  would 
send  a  clear  signal  outside  as  well  as  inside  government  that  this  Congress  is  serious  about 
minority  business  development. 


3.         ELEVATE  THE  MINORITY  BUSINESS  DEVELOPMENT  AGENCY  (MBDA) 

If  MBDA  is  to  continue  in  its  role  as  the  Federal  government's  champion  for  minority  business 
development,  the  Agency  must  be  elevated  to  an  Under  Secretary  status.  In  its  current  role,  the 
power  of  the  Agency  is  severely  diminished.  Just  as  SBA  needs  greater  authority  so  does 
MBDA. 
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4.  PROVIDE  DISTRICT  SBA  OFFICES  WITH  ADEQUATE  STAFFING. 

On  paper,  SBA  should  provide  the  answers  for  8(a)  firms  seeking  contracts  with  the  Federal 
government.  In  reality,  SBA  is  a  big  question  mark,  mainly  due  to  the  lack  of  adequate  staffing 
in  many  of  the  District  offices.  For  example,  the  Chicago  MSB-COD  staff  has  one  (1)  Business 
Opponunity  Specialist,  one  (1)  Business  Opportunity  Assistant  and  one  (1)  contract  negotiator 
to  serve  128  8(a)  firms,  over  40  firms  per  staff  member...  an  impossible  task.  This  is  twice 
the  ratio  stated  in  the  Standard  Operating  procedures. 


5.  INCORPORATE  AN  ACTFVT:  MBE  OUTREACH  MANDATE  INTO  EVERY 
FEDERAL  AGENCY 

Any  sustainable,  long-term  minority  business  initiative  must  include  aU  Federal  agencies,  not 
just  the  "regulars"...  SBA,  HUD,  NASA,  DOD,  DOE,  DOT  and  MBDA.  We  are  aware  of  the 
increased  activity  with  GSA,  the  Postal  Service  and  the  Smithsonian  which  hopefully  signals  the 
start  of  a  mass  exodus  of  agencies  implementing  MBE  initiatives.  Each  agency  should  be 
mandated  to  present  their  MBE  procurement  and  MBE  subcontractor  plans  when  presenting  their 
budgets  to  Congress. 

6.  LEVERAGE    ALL    AVAILABLE    LOCAL,    STATE,    AND    PRIVATE    MBE 
RESOURCES. 

A  critical  component  of  the  Strategy  is  a  national  data  base  of  all  available  state  and  local  MBE 
initiatives.  This  data  base  would  be  essential  as  the  Federal  government  crafts  strategies  to 
maximize  the  leverage  of  state  and  local  resources.  This  data  base  would  minimize  the 
possibility  of  duplication  of  efforts  and  identify  areas  of  need. 
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7.  DEVELOPING  MBEs  TIERS 

Although  tiering  of  services  is  not  a  new  concept,  there  is  a  need  to  tier  all  MBE  initiatives  to 
ensure  that  there  is  a  customized  approach  to  initiatives  for  each  level  of  operation.  This  ensures 
that  adequate  resources  are  directed  to  management  and  technical  assistance  at  all  levels.  We 
recommend  three  levels  of  tiering: 

Tier  1:  Large  MBEs.    This  is  defined  as  firms  having  revenues  in  excess 

of  $1  million.  There  is  also  experience  in  doing  business  with 
corporations  and  governments.  Firm  goals  are  clearly  diversified. 

Tier  2:  Medium-sized  MBEs.   Defined  as  having  revenues  from  $250,000 

to  $1  million.  These  firms  have  survived  start-up,  but  are  still 
struggling  with  key  issues  of  business  operations.  Main  goal  is 
growth. 

Tier  3:  Small  MBEs.     Start-ups  to  $250,000.       Employs  less  than  10 

people.  Ninety  percent  of  MBEs  are  in  this  tier.  Many  basic 
issues  need  to  be  addressed.    Survival  is  the  main  goal. 

8.  BUILD  UPON  SUCCESSFUL  INITIATIVES 

There  are  many  successful  initiatives  that  need  to  be  fined  tuned  and  incorporated  into  the 
Strategy  rather  than  discarded.    Some  of  the  following  are: 


*  MBDA  MEGA  Center(s) 

*  MBDA  Business  Development  Centers 

*  SBA  8(a)  program 

*  SBA  7(j)  management  and  technical  assistance  program 

*  SBA  guaranteed  loan  program 

*  HUD  Enterprise  zones  (proposed) 

*  HUD  technical  assistance  program 

*  Various  agency  MBE  purchasing  initiatives 

A  review  of  these  programs  must  include  incorporating  the  tiering  recommendations  mentioned 
above. 
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9.  INTRODUCTION      OF      QUALITY      ASSURANCE      AND      CONTINUOUS 
IMPROVEMENT  MODELS 

The  quality  of  MBE  initiatives  must  be  measured  not  just  in  terms  of  procurement  dollars  of 
total  financing,  but  also  in  terms  of  the  quality  of  the  services.  TQM  must  be  introduced  to  the 
agencies  providing  services  to  MBEs  which  will  improve  the  overall  quality. 

10.  INTRODUCE     EXPANDED/ENHANCED     MBE     MANAGEMENT     & 
TECHNICAL  ASSISTANCE  INITIATIVES 

As  part  of  MBDA's  Chicago  MEGA  Center  consulting  team,  we  are  participating  in  the  first 
initiative  by  MBDA  to  service  Tier  1  firms.  The  initial  results  have  been  impressive. 
Additional  MEGA  Centers  as  well  as  other  programs  that  address  the  management  and  technical 
assistance  needs  of  MBEs  are  needed. 

11.  PREPARE  MINORITIES  FOR  BUSINESS  OWNERSHIP 

There  is  a  need  for  programs  to  train  potential  minority  entrepreneurs  for  business  ownership. 
Currently  this  tasks  is  being  addressed  by  a  variety  of  avenues,  but  not  ail  tiers  are  being 
addressed.  The  number  of  corporate  trained  minority  managers  that  are  being  displaced  by 
corporate  restructuring  has  created  a  need  for  training  of  entrepreneurs  for  tier  1  type 
acquisitions. 

There  is  also  a  need  for  increased  youth  entrepreneurship  initiatives.  HUD's  Youth 
Entrepreneurship  initiatives.  Agriculture's  4H  program  as  well  as  others  initiatives  need 
additional  emphasis  so  the  next  generation  of  minority  business  owners  can  get  an  early  start  on 
learning  the  tools  of  business  management. 
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SUMMARY 


Minority  businesses  will  assume  its  proper  role  as  a  national  resource  when  the  mission  of 
Federal  MBE  development  initiatives  is  integrated  into  the  overall  mission  of  each  government 
agency;  and  when  we  start  measuring  the  success  of  minority  development  initiatives  in  terms 
of  contribution  to  gross  national  product  and  national  security  as  well  as  contract  and  finance 
dollars.  To  accomplish  this  goal,  MBE  initiatives  must  go  beyond  procurement  and  financing 
programs  and  must  incorporate  all  state,  local,  private  and  Federal  resources.  Additionally,  the 
focus  on  management  and  technical  assistance  must  be  retained  as  new,  cost  effective  methods 
for  delivering  quality  services  must  be  available  for  each  of  the  three  tiers  of  minority  firms. 
Strategic  planning  for  the  future  should  not  be  confined  to  the  operations  of  businesses,  but 
expanded  to  address  the  continuously  changing  needs  of  businesses  that  can  be  effectively 
addressed  by  the  Federal  government. 

As  part  of  this  strategic  planning  process,  new  relationships  between  the  private  and  public 
sectors  must  be  formed  to  transfer  critical  knowledge-based  resources  to  improve  Federal 
programs  and  other  opportunities  that  may  impact  the  future  viability  of  minority-owned  firms. 
It  is  a  reality  that  without  this  form  of  partnership,  the  notion  of  "business  as  usual"  will 
negatively  impact  the  growth  and  development  of  minority  owned  firms  in  this  country.  We 
now  have  the  opportunity  to  invoke  change.    We  can  not  afford  to  let  this  opportunity  pass. 
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Mr.  Spratt.  Ms.  Ratner. 

STATEMENT  OF  HEDY  RATNER,  DIRECTOR,  WOMEN'S 
BUSINESS  DEVELOPMENT  CENTER 

Ms.  Ratner.  Thank  you  for  the  opportunity  to  testify  here  today. 
I  am  testifying  on  behalf  of  women  business  owners.  The  Women's 
Business  Development  Center,  which  I  am  codirector  of,  is  a  Chi- 
cago-based nonprofit  organization  committed  to  the  economic  devel- 
opment and  self-suflRciency  of  women  and  their  families. 

The  center  provides  counseling,  entrepreneurial  training,  support 
groups,  networking,  financial  assistance  and — as  a  priority — gov- 
ernment and  private  sector  certification  and  procurement  opportu- 
nities for  women  business  enterprises.  The  Women's  Business  De- 
velopment Center  is  the  only  nongovernmental  agency  certifying 
women  business  enterprises  in  the  Nation. 

Acknowledging  that  women  business  owners  are  underrecognized 
in  the  marketplace  as  viable  vendors  and  suppliers,  the  Women's 
Business  Development  Center  works  closely  with  the  private  sector 
and  Federal,  State,  and  municipal  agencies  as:  An  advocate  for  af- 
firmative action  in  employment  and  contracting,  a  resource  and  ad- 
visor providing  assistance  in  identifying  and  certifying  WBE  suppli- 
ers and  vendors,  and  as  a  trainer  and  consultant  in  the  area  of 
WBE  contracts,  subcontracts,  and  procurement. 

The  WBDC  has  been  funded  since  198?  as  a  national  demonstra- 
tion project  selected  by  the  U.S.  SBA,  Office  of  Women's  Business 
Ownership  to  provide  business  assistance  to  women  starting  and 
developing  their  businesses  in  Illinois,  Indiana,  Ohio,  and  Florida. 

In  the  past  7  years,  the  WBDC  has  served  over  20,000 
prospectives  and  established  business  owners  and  has  successful 
programs  in  Rockford,  Kankakee,  and  Joliet 

Mr.  Spratt.  Ms.  Ratner,  I  think  maybe  something  is  on  the 
microphone's  electrical  cord  that  is  causing  that  background  hum; 
I  am  not  sure  what  it  is.  Why  do  you  not  suspend  for  just  a  minute. 

[Pause.] 

Ms.  Ratner.  It  is  still  buzzing. 

Mr.  Spratt.  Go  ahead.  I  am  sorry  to  interrupt  you. 

Ms.  Ratner.  Quite  all  right. 

In  Rockford,  Kankakee,  and  Joliet,  IL;  Indianapolis,  IN;  and 
eight  cities  in  Ohio  including  Cincinnati,  Cleveland,  Akron,  Yellow 
Springs,  Columbus,  and  Athens;  and  beginning  this  year,  Miami, 
FL  where  the  programs  will  serve  Hispanic  women,  women  busi- 
ness owners  wno  were  victims  of  the  recent  hurricanes  and  older 
women. 

We  commend  the  Subcommittee  on  Commerce,  Consumer,  and 
Monetary  Affairs  for  its  willingness  to  recognize,  research,  and  in- 
vestigate the  issues  facing  minority  and  women-owned  small  busi- 
ness. Mr.  McSpadden  was  kind  enough  to  provide  the  testimonies 
of  the  representatives  of  Veterans'  Aflfeirs,  SBA,  HUD,  and  GSA  for 
me  to  comment  on,  and  I  will  at  the  conclusion  of  my  testimony. 

The  Women's  Business  Development  Center  is  also  a  founding 
member  of  two  organizations  that  I  think  are  key  and  I  think 
unique  to  this  region,  the  Alliance  for  Economic  Development, 
which  is  a  coalition  of  women's  economic  development  organiza- 
tions to  bring  about  economic  parity  in  Illinois;  and  also  the  Alii- 
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ance  of  Minority  and  Female  Contractors  Associations.  What 
makes  us  unique,  I  believe,  are  some  of  the  issues  that  have  oc- 
curred in  other  areas  of  the  country,  hostility  and  competition  be- 
tween minorities  and  women  being  resolved  on  an  ongoing  basis 
with  the  development  and  facilitation  of  these  alliances  that  have 
existed  for  the  past  5  years,  so  that  minorities  and  women  can 
work  together  to  look  at  the  various  programs  and  services  pro- 
vided by  the  Federal  Grovemment  and  the  private  sector,  and  pro- 
vide a  better  share  of  the  pie  to  minorities  and  women  rather  than 
fighting  over  small  leftover  pieces. 

We  make  the  following  proposals  for  change  based  on  our  organi- 
zation's experience  and  our  work  in  coalitions: 

I  think  this  is  a  major  issue  and  I  think  it  was  also  addressed 
earlier  by  one  of  the  otner  participants.  We  propose  a  major  change 
in  the  Department  of  Transportation,  splitting  up  the  DBE  cat- 
egory into  WBE  and  MBE  categories  with  at  least  a  minimum  7 
percent  goal  within  each. 

We  propose  an  overhaul  of  the  Federal  procurement  process,  in- 
cluding privatizing  the  certification  procedure. 

We  suggest  actions  that  will  increase  access  to  capital  for  women 
business  owners. 

And  we  present  a  set  of  advocacy  initiatives  which  will  provide 
increased  business  to  minority  and  women  business  enterprises, 
those  gfroups  who  historicaHy  have  not  had  these  opportunities  and 
who  historically  experience  discrimination. 

On  the  issue  of  the  reconfiguration  of  the  DBE  goals  in  the  De- 
partment of  Transportation:  Ido  not  know  why  I  did  not  ask  this 
question  earlier;  but  I  asked,  while  I  was  listening  to  the  testi- 
mony, how  many  of  the  members  of  the  Black  Contractors  United, 
Women  Construction  Owners  &  Executives,  and  the  Chicago  Urban 
League  are  in  fact  road  builders  involved  in  highway  construction. 
I  was  shocked  to  learn  that  among  all  of  those  major  organiza- 
tions— and  those  are  the  organizations  where  most  of  the  member- 
ship occurs  in  the  Chicago  area — there  are  very  few  women  and  mi- 
norities. And  the  reason  for  that  I  think  is  something  that  was  ad- 
dressed earlier. 

The  contracts  that  have  been  awarded  under  the  DBE  category 
are  very  large  capacity  contracts.  There  are  very,  very  few  minori- 
ties and  women  that  can  take  advantage  of  those  procurement  op- 
portunities. The  firms  are  not  large  enough,  they  do  not  have  the 
capacity,  they  cannot  get  the  bonding,  and  they  do  not  have  the 
cash-flow  basis  and  strength  to  be  able  to  take  advantage  of  those 
opportunities. 

It  is  a  major  issue.  What  needs  to  be  done  is  breaking  up  the 
goals  and  breaking  out  the  contracts  so  that  we  can  take  advantage 
of  those  opportunities.  We  m£ike  a  big  deal  about  inequities  and 
abuses  in  the  Surface  Transportation  Act,  spent  a  lot  of  time  talk- 
ing about  it,  and  in  fact,  we  cannot  take  advantage  of  it.  That  is 
a  major  issue. 

The  purpose  of  the  set-aside  programs  is  to  assist  in  the  eco- 
nomic development  of  the  presumptively  disadvantaged  small  busi- 
nesses, to  guarantee  them  fair  opportunities  to  compete,  and  to  as- 
sist in  bringing  women  and  minority  business  owners  into  the 
American  economic  mainstream. 
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The  new  Surface  Transportation  Act  and  the  way  that  program 
is  implemented  does  not  provide  those  opportunities.  Placing 
women  and  minorities  into  that  category  makes  it  impossible  to 
track  the  progress  and  growth  of  either  group  and  pits  minorities 
and  women  against  one  another,  a  circumstance  to  be  avoided  at 
all  cost. 

One  of  the  issues  that  we  address  is  the  recommendation  to  re- 
peal the  amendment,  I  believe  that  is  the  1987  Surface  Transpor- 
tation Act  amendment,  and  revert  back  to  a  two-goal  system  set- 
ting minority  participation  goal  at  not  less  ttian  7  percent  and  fe- 
male participation  at  not  less  than  7  percent. 

We  believe  that  for  adequate  outreach  and  development,  there 
should  be  consideration  of  inclusion  of  representatives  of  minority 
and  women's  business  community  in  the  planning,  implementation, 
and  monitoring  of  set-aside  and  shelterea  market  programs  in  the 
Department  of  Transportation. 

On  the  surety  bonding  issue  tJiat  was  mentioned,  I  wanted  to 
comment  on  Mr.  Williams'  testimony  that  in  the  breaking  up  of  the 
transportation  contracts  that  government  bond  guarantees  are  dif- 
ficult to  access  for  contractors  in  this  region.  I  do  not  know  of  any 
women  construction  company  owners  that  have  been  able  to  take 
advEintage  of  the  government  bonding,  therefore,  that  is  a  major 
issue. 

In  terms  of  Mr.  Williams'  testimony  on  surety  bonding — and  I 
think  it  was  made  very  clear  in  the  last  panel — ^there  are  no  equiv- 
alent programs  for  women  business  owners  in  construction,  to  pro- 
vide tne  technical,  management,  and  bonding  assistance.  That  is 
necessary  and  I  will  elaborate  on  that  in  my  testimony. 

I  have  a  recommendation  for  increasing  Federal  procurement  for 
women-owned  businesses.  Women  face  an  unequal  pla)dng  field. 
That  is  an  embarrassment  in  that  women  receive  only  1.3  percent 
of  Federal  contracting  in  this  country  right  now,  1.3  percent.  Bv 
the  end  of  this  century,  women  business  owners  will  own  over  half 
of  the  small  business  that  exist. 

We  propose  an  increase  in  federally  mandated  set-asides  and  an 
increase  in  the  allocation  for  v.'omen  and  minority  business  in  all 
Federal  contracting. 

Within  the  present  Federal  certification  system,  there  are  unfor- 
tunate abuses.  The  beginning  of  our  coalition,  the  Alliance  of  Mi- 
nority aiid  Female  Contractors,  came  at  the  time  of  the  Dan  Ryan 
expressway  renovation.  What  was  determined  at  that  point  is  tnat 
there  were  no  minority  contractors  on  that  project  and  there  were 
no  legitimate  certified  women  business  enterprises  on  that  project. 
The  ones  that  were  awarded  contracts,  the  white  women  contrac- 
tors, were  fronts.  We  discovered  the  abuses.  We  determined  that 
instead  of  the  women  and  minorities  battling  and  competing  over 
contracts,  we  got  together  and  said  these  abuses  must  end. 

The  Women  s  Business  Development  Center  and  other  organiza- 
tions are  concerned  about  the  abuse  of  the  goals  and  guidelines  and 
implementations  of  these  business  opportunities.  While  some  gov- 
ernment agencies  have  imposed  stringent  regulations  and  certifi- 
cation requirements,  we  support  even  more  stringent  certification, 
creating  a  universal  standard  for  certification,  privatizing  the  cer- 
tification process,  and  preaward  and  postaward  monitoring  to  ame- 
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liorate  the  abuses.  Centralization  of  the  Federal  procurement  proc- 
ess is  an  option,  but  certainly  the  centralization,  as  Mr.  Moore 
mentioned,  of  the  monitoring,  compliance,  and  enforcement  is  es- 
sential. 

Further,  we  encourage  more  Federal  support  for  capacity  build- 
ing programs.  We  also  agree  with  Mr.  Moore,  as  we  always  do,  on 
capacity  building  programs  which  will  accelerate  the  growth  and 
impact  of  women  and  minority-owned  businesses,  enabling  them  to 
take  on  the  bigger  contracts.  The  MEGA  Center  of  the  MDBA,  De- 
partment of  Commerce,  is  a  wonderful  program,  it  is  a  pilot  pro- 
gram, it  has  shown  its  successful  possibilities.  There  is  no  such  pro- 
gram available  for  women  business  owners. 

Representatives  of  the  minority  and  women's  business  commu- 
nity should  be  included  in  the  planning,  implementation,  and  mon- 
itoring of  set-aside  and  sheltered  market  programs  in  all  Federal 
departments  and  agencies. 

The  following  are  recommendations  for  increasing  procurement 
opportunities  and  access  for  women-owned  businesses: 

Uniform  goals  across  Federal  agencies;  5-percent  MBE  and  5-per- 
cent WBE  prime  and  subcontracting.  And  for  the  smaller  agencies, 
combined  5-percent  prime  and  subcontracting  goals. 

Establishing  uniform  and  preemptive  certification  standards,  and 
the  utilization  of  recognized,  credible  private  sector  assistance  in 
certification  of  minority  and  female  business  enterprises  such  as  in 
Chicago,  the  Chicago  Regional  Purchasing  Council  and  other  such 
councils  affiliated  with  the  National  Minority  Vendors  Council  and 
organizations  such  as  the  Women's  Business  Development  Center 
that  has  implemented  stringent  certification  guidelines. 

Certification  of  WBE's — ^in  order  to  assure  legitimacy  of  women 
business  owners  doing  Federal  business,  there  eventually  needs  to 
be  a  uniform  and  universally  accepted  Federal  certification  code  for 
WBE's  preceded  by  acceptance  of  and  reciprocity  of  all  recognized 
WBE  certification  programs.  We  are  not  suggesting  that  the  Fed- 
eral Government  get  into  the  business  of  certification  of  all  of  their 
contractors.  We  are  saying  that  there  are  legitimate,  credible  cer- 
tification programs  nationwide  that  should  be  utilized  and  accept- 
ed, but  that  a  self-certification  program  is  unacceptable, 

I  mentioned  the  breakout  of  larger  contracts  such  as  in  the  De- 
partment of  Transportation.  I  think  that  that  needs  to  be  reviewed, 
it  needs  to  be  assessed.  SBA  has  the  authority  to  look  at  all  prime 
contracts  for  breakout,  not  just  Transportation,  but  others  as  well. 

Set-asides:  Mandatory  5-percent  MBE  and  5-percent  WBE  or  10- 
percent  small  and  disadvantaged  businesses,  including  women,  set- 
aside  for  all  Federal  contract  dollars. 

Enforcement  and  women's  \)usiness  representatives  staff  at  each 
agency. 

Performance  requirement:  Maybe  one  of  the  ways  to  encourage 
the  implementation  of  this  is  that  small  and  disadvantaged  busi- 
ness utilization  specialists  and  others  with  similar  responsibilities 
should  have  included  in  their  performgince  reviews  an  evaluation 
based  on  the  use  of  women  and  minority-owned  businesses. 

Waivers  may  be  approved  only  where  good  faith  efforts  are  docu- 
mented. 
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Increase  the  minimum  small  purchase  threshold  from  $25,000  to 
$50,000  with  monitoring  and  reporting  requirements  indicating  M/ 
WBE's  awarded  contracts. 

An  outreach  to  M/WBE's  to  assure  their  inclusion  on  the  Federal 
supply  schedule,  separate  from  other  Federal  procurement. 

Another  issue  that  has  been  a  major  concern  is,  there  does  not 
seem  to  be  a  standard  definition  of  women  business  owners.  We 
would  suggest  that  there  be  a  standardized  definition  for  Federal 
Government  usage.  We  agree  with  the  National  Women's  Business 
Council  definition  that  a  woman-owned  business  is  a  business  con- 
cern with  at  least  51-percent  unconditional  ownership  and  control 
by  a  woman  or  women.  Such  unconditional  ownership  must  be  re- 
flected in  the  concern's  ownership  agreement  and  the  woman  or 
women  must  manage  and  operate  the  business  on  a  daily  basis. 
The  concerns  we  as  women  business  owners  have  with  the  usage 
of  front  organizations  is  probably  even  more  serious  than  it  is  for 
minority  business  owners.  Our  credibility  is  at  stake,  we  want  to 
be  sure  that  the  legitimate,  credible  businesses  are  receiving  the 
contracts. 

Establishing  across-the-board  uniform  participation  goals  for  mi- 
norities and  women  in  the  Federal  procurement  process  with  an- 
nual reporting  from  each  Federal  agency  about  its  procurement 
spending  with  minorities  and  women  b)^  type  of  business,  size  of 
contract,  total  dollars  spent,  outreach  initiatives,  and  business  de- 
velopment initiatives  by  race  smd  sex. 

Continuation  of  government  research  and  information  such  as 
that  collected  by  the  National  Women's  Business  Council  on  Fed- 
eral procurement  and  access  to  credit. 

And  pursuit  and  elimination  of  fraud  in  the  certification  process 
with  an  enforcement  mechanism  and  procedure  to  eliminate  fronts 
and  to  penalize  those  individuals  who  have  established  such  front 
companies. 

I  wanted  to  comment  on — Mr.  McSpadden  gave  me  a  lot  of  home- 
work to  do  this  morning,  so  I  am  trying  to  pull  it  all  together — the 
GSA  statement  of  Mr.  Kalscheur,  the  8(a)  process.  I  do  have  some 
comments. 

Currently,  though  the  8(a)  is  established  to  serve  economically 
and  socially  disadvantaged  individuals,  it  is  predominantly  a  mi- 
nority program.  I  understand  that  in  terms  of  staff  resources,  it  is 
very  difficult  to  expand  that  program,  but  it  seems  if  we  are  talk- 
ing about  economically  and  socially  disadvantaged  individuals,  that 
the  definition  must  be  a  uniform  definition  and  women  need  to  be 
included  in  that  8(a)  process.  If  not  as  part  of  the  8(a)  program, 
certainly  an  equivalent  program  that  provides  the  access  to  those 
opportimities  not  now  currently  available. 

In  Mr.  Kalscheur's  testimony — we  mentioned  the  need  for  an 
equivalent  program,  not  bending  the  rules  to  fit  women  into  8(a) 
but  to  have  an  access  to  programs  for  women  to  provide  new  oppor- 
tunities— ^he  mentioned  small  business  set-asides.  Again  the  same 
thing,  to  defuse  the  issue  of  competition  between  minorities  and 
women,  we  need  to  broaden  the  definition  or  provide  a  separate 
program. 

In  7(j),  there  is — and  Mr.  Moore  is  a  contractor  on  the  7(j)  pro- 
gram— ^no  equivalent  7(j)  program  for  women  business  enterprises. 
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We  would  like  to  propose  that  under  the  Office  of  Women's  Busi- 
ness Ownership  in  the  SBA  that  there  be  an  equivalent  7(j)  pro- 
gram for  women  business  enterprises. 

Under  Executive  Order  12138,  Federal  agencies  must  take  af- 
firmative action  in  support  of  businesses  owned  by  women  and 
make  a  special  effort  to  advise  them  of  business  opportunities.  I  do 
not  believe  that  that  is  currently  being  adequately  done  through 
outreach  programs.  There  was  in  Mr.  Denniston's  testimony  a 
number  of  major  outreach  conferences  in  this  region.  We  are  the 
largest  provider  of  business  assistance  to  women  business  owners 
in  me  United  States,  and  I  did  not  know  about  these  outreach  con- 
ferences. So  if  they  are  going  to  be  doing  outreach,  they  need  to  do 
the  outreach  to  the  various  technical  assistance  programs  that  can 
provide  access  to  the  women  business  owners  that  could  take  ad- 
vantage of  the  procurement  programs. 

Increasing  access  to  capital  for  women:  We  would  like  to  propose 
that  the  small  loan  program  provided  by  the  U.S.  SBA  be  better 
implemented.  That  program  was  just  established  about  2  years  ago 
to  bridge  the  gap  of  providing  bank  loans  under  $50,000  to  women 
and  minority  small  businesses  with  insufficient  collateral.  That  has 
not  been  a  well-implemented  program,  banks  do  not  see  it  as  an 
opportunity  for  them  to  make  money,  and  it  is  an  administratively 
costly  program  to  implement.  The  SBA  under  $50,000  loan  pro- 
gram has  been  very  difficult  to  access. 

In  Chicago,  we  at  the  WBDC  bridge  the  gap  of  providing  bank 
loans  of  under  $50,000  to  women  with  insufficient  collateral  by  de- 
veloping a  collateral  pool  program.  We  have  obtained  loans  from 
foundations  to  capitalize  our  collateral  pool  and  then  we  can  pledge 
part  of  that  to  the  banks. 

Since  the  SBA  has  financed  intermediaries  in  their  micro  loan 
program,  we  encourage  the  SBA  to  consider  lending  to 
intermediaries  to  develop  a  collateral  pool  program  that  would 
serve  the  market  that  the  small  loan  program  is  supposed  to  serve. 
Banks  prefer  our  collateral  pool  program  to  the  small  loan  program 
because  we  can  assist  the  client  and  the  banks  undertaking  the 
due  diligence,  minimizing  the  paperwork  and  administrative  bur- 
den for  the  banks. 

Just  recently  a  major  change  occurred  in  bank  policy  under  this 
administration  that  can  have  a  major  impact  on  access  to  capital 
for  small  business.  And  that  is  from  the  four  regulators,  there  was 
a  provision  for  banks  with  CAMEL  ratings  of  1  and  2  to  set-aside 
up  to  20  percent  of  their  loan  portfolios  for  small  and  medium-sized 
businesses  that  will  not  be  scrutinized  by  Federal  regulators  in 
their  safety  and  soundness  reviews.  This  means  that  banks  have 
the  ability  to  apply  different  underwriting  criteria  to  this  unregu- 
lated portion  of  their  portfolio.  Right  now,  few  bank  auditors  know 
about  it,  they  are  not  aware  of  the  change  in  policy  and  they  are 
too  nervous  to  really  utilize  it. 

The  SBA  could  be  very  instrumental  in  facilitating  discussions 
and  developing  methodology  and  criteria  and  providing  the  incen- 
tives, as  was  discussed  earlier,  to  encourage  banks  to  maximize  the 
impact  of  this  policy  on  increasing  access  to  capital  for  small  mi- 
nority and  women-owned  businesses  in  general. 
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Equity  investment  is  the  other  issue  that  is  major.  Many  women 
and  minorities  need  small  amounts  of  equity  or  subordinated  debt 
in  order  to  leverage  bank  loans.  We  would  suggest,  in  order  to  fur- 
ther this  type  of  financing,  that  we  provide  for  tax  legislation  that 
will  encourage  individuals  to  invest  in  socially  responsible  causes 
and/or  small  businesses.  Educate  both  investors  and  small  business 
on  how  to  structure  equity/subordinated  debt  deals  that  benefit 
both  the  business  and  the  investor.  We  find  that  many  people  do 
not  enter  into  such  partnerships  because  they  do  not  know  what 
to  do  nor  what  to  ask  for.  There  are  some  tax  incentives  that  could 
be  provided  that  could  provide  additional  incentives. 

We  recommend  that  the  Federal  Government  increase  its  minor- 
ity and  female  business  development  initiatives  to  help  with  access 
to  capital  and  credit  opportunities  through  the  public  and  private 
sector. 

I  have  a  few  new  initiatives  and  then  I  will  be  ready  for  ques- 
tions. 

Because  there  is  now,  under  the  MBDA  program,  no  equivalent 
program  for  women,  we  propose  that  the  Office  of  Women's  Busi- 
ness Ownership  of  the  U.S.  SB  A  be  elevated  to  an  agency-type 
level  in  terms  of  reporting  and  responsibility  to  the  SBA  Adminis- 
trator, so  that  this  agency  has  an  equivalent  status  to  the  MBDA. 
Within  the  SBA,  the  Office  of  Women  Business  Ownership  itself 
have  an  equivalent  status  to  procurement  and  finance  division  with 
the  Director  of  the  OWBO  holding  the  level  of  Associate  Deputy 
Administrator  or  Women's  Economic  Development  or  some  such 
title.  I  am  not  real  good  at  titles.  "Hie  issue  is  policymaking,  im- 
pact, and  funding. 

There  should  be  facilitated  a  task  force  on  access  to  capital. 

An  equivalent  SBA  7(j)  type  technical  assistance  program  for 
women's  business  owners  should  be  initiated  as  a  line  item  in  the 
annual  budget  to  be  monitored  by  the  Office  of  Women's  Business 
Ownership. 

There  should  be  a  chief  counsel  for  advocacy  as  an  advocate  for 
small  business,  with  commitment  to  minority  and  women's  busi- 
ness ownership  issues  under  the  SBA.  There  used  to  be  that  title, 
there  is  not  currently. 

Reestablish  an  interagency  committee  on  women's  business  en- 
terprise by  Executive  order — there  was  one  under  President 
Carter — ^to  help  establish  national  policy  supporting  women's  busi- 
ness ownership  issues.  The  interagency  committee  would  report  to 
the  President  on  procurement  issues  and  other  issues  such  as  fi- 
nancial assistance  and  technical  assistance. 

Establish  a  technical  assistance  program  for  women's  business 
development:  A  demonstration  program  such  as  ours  should  be  de- 
veloped in  every  State  to  offer  financial,  management  and  technical 
assistance,  procurement,  certification,  and  financing  programs  to 
develop  and  expand  women-owned  businesses. 

The  MEGA  Center  issue,  I  have  already  discussed. 

It  is  essential  to  provide  the  needed  business  assistance  for 
emerging  and  expanding  women-owned  businesses.  Though  we  will 
be  half  of  the  small  businesses  in  the  country  by  the  end  of  the  cen- 
tury, the  revenue  generated  by  those  firms  is  much  less  than  other 
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small  businesses,  less  than  minority-owned  businesses,  and  about 
the  equivalent  as  Hispanic-owned  businesses. 

I  would  like  to  just  comment  on  a  couple  of  the  testimonies,  if 
I  may.  In  region  5  with  the  GSA  testimony,  some  veiy  excellent 
recommendations  were  made  on  the  participation  of  minority  and 
women  business  enterprises.  What  we  would  like  to  see  is  more 
participation  by  the  various  groups  of  minority  and  women's  busi- 
ness enterprises.  The  PASS  system,  which  is  simply  a  listing,  is  not 
well  utilized  by  the  Federal  agencies.  PASS  should  become  a  more 
accessible,  better  utilized  directory.  Although  GSA  procurement 
conferences  are  being  held,  they  are  still  doing  business  as  usual. 
The  goals  have  been  much  better  utilized  I  believe  in  this  region 
than  by  many  others.  The  goals  for  women-owned  businesses  in 
1993  were  10  percent  and  the  achievement  was  7.5  percent  in  this 
region — ^much  better  than  the  1.3  percent  in  the  Federal  statistics. 

A  reduction  from  $3  million  to  $500,000  as  a  competitive  thresh- 
old for  construction  contracts — I  absolutely  agree  that  that  would 
be  good.  It  was  mentioned  in  previous  testimony. 

Restructure  the  8(a)  program,  include  women  owned  or  establish 
an  equivalent  program  for  women  and  with  increased  goals. 

I  mentioned  the  increase  to  $50,000  as  the  bottom  range  of  the 
programs. 

Ajid  under  the  U.S.  Department  of  Veteran  Affairs,  we  would 
like  to  commend  the  agency  for  awards  to  women-owned  businesses 
that  have  increased  22  percent.  One  of  the  indications  was  there 
needs  to  be  a  wake-up  call  to  all  of  the  staff  of  the  various  agencies, 
a  directive  to  key  officials  regarding  their  personal  commitment 
and  the  commitment  of  the  President  to  increase  procurement  op- 

Eortunities  for  minority  and  women  must  be  done — not  verbiage 
ut  realitv.  And  again,  I  mentioned  performance  reviews  based  on 
accomplisnments  in  this  area. 

One  of  the  approaches  was  to  educate  Federal  contracting  officers 
regarding  their  responsibilities.  I  think  education  and  training  are 
required,  especially  if  there  is  going  to  be  a  real  commitment  to 
this  issue. 

I  think  that  is  it.  Thank  you. 

Mr.  Spratt.  Thank  you  very  much,  Ms.  Ratner. 

[The  prepared  statement  of  Ms.  Ratner  follows:] 
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SOLUTIONS  TO  THE  DILEMMAS  FACED  BY  WOMEN  AND  MINORITY 

BUSINESS  OWNERS 

before  the 

Subcommittee  on  Commerce,  Consumer  and  Monetary  Affairs 

of  the 
S.  House  of  Representatives  Committee  on  Government  Operations 

July  12,  1993 
Chicago,  Illinois 

Testimony  Presented  by 

Hedy  M.  Ratner,  Director 

Women's  Business  Development  Center 


I  am  testifying  on  behalf  of  women  business  owners. 

OVERVIEW  OF  THE  WOMEN'S  BUSINESS  DEVELOPMENT  CENTER 

The  Women's  Business  Development  Center  is  a  Chicago-based 
non-profit  organization  committed  to  the  economic  development  and 
self-sufficiency  of  women  and  their  families. 

The  Center  provides  counseling,  entrepreneurial  training, 
support  groups,  networking,  financial  assistance  and--as  a 
priority--government  and  private  sector  certification  and 
procurement  opportunities  for  women  business  enterprises.  The 
Women's  Business  Development  Center  is  the  ONLY  non-governmental 
agency  certifying  women  business  enterprises  in  the  nation. 

Acknowledging  that  women  business  owners  are  underrecognized 
in  the  marketplace  as  viable  vendors  and  suppliers,  the  Women's 
Business  Development  Center  works  closely  with  the  private  sector 
and  federal,  state  and  municipal  agencies  as: 

1)  an  advocate  for  affirmative  action  in  employment  and 
contracting, 

2)  a  resource  and  advisor  providing  assistance  in  identifying 
and  certifying  WBE  suppliers  and  vendors, 

3)  as  a  trainer  and  consultant  in  the  area  of  WBE  contracts, 
subcontracts  and  procurement. 


CAROL  DOUGAL,  DIRECTOR  •  HEDY  RATNER,  DIRECTOR 

8  SOUTH  MICHIGAN,  SUITE  400  •  CHICAGO,  ILLINOIS  60603  ■  {i\2)  853-3477  •  FAX  (312)  853-0145 
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Tf{E  NATIONAL  IMPACT  OF  THE  WBDC 

The  WBDC  has  been  funded  since  1989  as  a  national 
demonstration  project  selected  by  the  U.  S.  SBA,  Office  of  Women's 
Business  Ownership  to  provide  business  assistance  to  women  starting 
and  developing  their  businesses  in  Illinois,  Indiana,  Ohio  and 
Florida. 

In  the  past  seven  years,  the  WBDC  has  served  over  20,000 
prospective  and  established  business  owners  and  has  successful 
programs  in  Rockford,  Kankakee  and  Joliet,  Illinois;  Indianapolis, 
Indiana;  eight  cities  in  Ohio  including  Cincinnati,  Cleveland, 
Akron,  Yellow  Springs,  Columbus  and  Athens;  and,  beginning  this 
year,  Miami,  Florida  where  the  programs  will  serve  Hispanic  women, 
women  business  owners  who  were  victims  of  the  recent  hurricanes  and 
older  women. 
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RESPONDING  TO  THE  NERDS  OF  WOMEN  BUSINESS  OWNERS: 
SUGGESTED  GOVERNMENTAL  CHANGES 

We  commend  the  Subcommittee  on  Commerce,  Consumer  and  Monetary 
Affairs  for  its  willingness  to  recognize,  research  a,nd_  investigate 
the  issues  facing  minority  and  women-owned  small  businesses. 

The  Women's  Business  Development  Center  is  a  founding  member 
of  the  Alliance  for  Economic  Development,  a  coalition  of  women's 
economic  development  organizations  established  to  bring  about 
economic  parity  in  Illinois.  Membership  includes  Women  Construct  ion 
Owners  and  Executives,  National  Association  of  Women  Business 
Owners/Chicago, and  the  Women's  Bar  Association  of  Illinois. 

The  Women's  Business  Development  Center,  its  coalition 
partners,  and  the  thousands  of  women  business  owners  with  whom  we 
work  have  several  recommendations  for  this  committee. 

We  make  the  following  proposals  for  change  based  on 
organizational  experience  and  our  work  in  coalitions. 

1)  We  first  propose  a  major  change  in  the  Department  of 
Transportation:  splitting  up  the  DBE  category  into  WBE  and  MBE 
categories,  with  at  least  7%  goals  within  each; 

2)  We  propKDse  an  overhaul  of  the  federal  procurement  process, 
including  privatizing  the  certification  procedure; 

3)  We  suggest  actions  which  will  increase  access  to  capital 
for  women  business  owners; 

4)  We  present  a  set  of  advocacy  initiatives  which  will  provide 
increased  business  to  minority  and  women  business  enterprises, 
those  groups  who  historically  have  not  had  these  opportunities  and 
who  historically  have  been  discriminated  against.  Each  has  special 
problems.   Both  presumptive  groups  need  special  attention. 
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1.  RECOMMENDED  CHANGES  IN  THE  DEPARTMENT  OF  TRANSPORTATION'S  DBE 
PROGRAM 

We  encourage  the  reconfiguration  of  the  Disadvantaged  Business 
Enterprise/Women  Business  Enterprise/Minority  Business  Enterprise 
program  into  separated  categories  of  MBE  and  WBE. 

The  purpose  of  minority  and  female  setaside  programs  and 
affirmative  action  contracting  goals  is  to: 

1)  assist  in  the  economic  development  of  the  presumptively 
disadvantaged  small  businesses; 

2)  guarantee  them  fair  opportunities  to  compete;  and 

3)  assist  in  bringing  women  and  minority  owned  businesses  into 
the  American  economic  mainstream. 

Placing  women  and  minorities  into  the  DBE  category  makes  it 
impossible  to  track  the  progress  and  growth  of  either  group  and 
pits  minorities  and  women  against  one  another,  a  circumstance  to  be 
avoided  at  all  costs. 

Because  of  historical  discrimination  and  lack  of  business 
enterprise  opportunities,  we  propose  that  percentage  goals  for 
minorities  and  women  be  increased  and  placed  in  separate 
categories. 


Coalition  Supporting  these  Recommended  Changes 

The  Women's  Business  Development  Center  is  a  founding  member 
of  the  Alliance,  a  coalition  of  minority  and  female  contractor 
associations  including  Hispanic  American  Construction  Industry 
Association,  Black  Contractors  United,  Federation  of  Women 
Contractors,  Midwest  Contractors  for  Progress,  and  Women 
Construction  Owners  and  Executives. 

The  Alliance  has  as  its  mission  the  equitable  distribution  of 
construction  related  contracts  and  subcontracts  among  presumptive 
groups--minorities  and  women--and  the  monitoring  of  the  government 
and  private  sector  contracting  goals,  guidelines  and  programs  so 
that  we  can  all  work  together  to  further  the  economic  development 
goals  of  minorities  and  women. 

The  Alliance  and  its  members  urge  the  reinstitution  of  the  two 
goal  system--a  goal  for  minorities  and  a  goal  for  women--and  more 
equitable  distribution  of  a  greater  percentage  of  contracts  between 
minority  and  women  business  enterprises. 
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Legislative  Information 

In  1987  the  Surface  Transportation  Act  amendment  placed 
minorities  and  women  into  one  category--disadvantaged  business 
enterprises--forcing  minorities  and  women  to  share  in  the  same  10% 
setaside  program  in  the  federally  funded  transportation  programs. 

The  1987  amendment  allows  that  the  prime  contractor  may  seek 
just  one  subcontractor  per  project.  Consequently,  prime  contractor 
seek  just  that  one  subcontractor,  often  awarding  the  same 
subcontractor  major  projects,  and  not  going  beyond  this 
subcontractor  to  open  up  the  marketplace.  These  actions 
effectively  undermine  the  intent  of  the  amendment. 

Unfortunately,  because  of  the  size  of  the  highway  and 
transportation  contracts  and  the  potential  profits  of  these  major 
contracts,  too  many  majority  businesses  are  creating  front 
companies  to  take  advantage  of  the  opportunities  to  bid  on  large 
projects  under  sheltered  markets.  Further  the  lack  of  strict 
scrutiny  in  the  certification  in  some  states  enables  "front"  firms 
to  continue  this  practice.  Contracts  awarded  to  front  companies 
have  prevented  legitimate  minority  and  female  owned  firms  from 
competing  and  winning  these  contracts,  and  have  therefore  defeated 
the  purpose  of  the  program:  the  development  of  small  minority  and 
female  owned  businesses. 

Combined  goals  and  the  subsequent  inequitable  distribution  of 
contracts  has  caused  the  loss  of  substantial  contract  dollars  to 
legitimate  minority  and  female  owned  contractors,  and  has 
jeopardized  the  carefully  developed  coalitions  between  minority  and 
women  entrepreneurs.  According  to  Ralph  Thomas,  Executive  Director 
of  the  National  Association  of  Minority  Contractors,  "neither  women 
nor  minorities  need  any  new  enemies,  least  of  all  each  other. 


Recommendations: 

o  Repeal  amendment  and  revert  back  to  two  goal  system 
setting  minority  participation  goal  at  not  less  than  7%  and  female 
participation  at  not  less  than  7%. 

o  Inclusion  of  representatives  of  minority  and  women's 
business  community  in  the  pl^-nning,  implementation  and  monitoring 
of  setaside  and  sheltered  market  programs  in  the  Department  of 
Transportation. 
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2.  INCREASE  FEDERAL  PROCUREMENT  FOR  WOMEN -OWNED  BUSINESSES 

Women  face  an  "unequal  playing  field"  in  government 
procurement.  1.3%  federal  contracting  to  women  business  owners  is 
embarrassing!!  V 

We  propose  an  increase  in  federally  mandated  setasides  and  an 
increase  in  the  allocation  for  women  and  minority  business  in  ALL 
FEDERAL  CONTRACTING. 

The  fastest  growing  segment  of  the  economy  in  the  United 
States  today  is  women-owned  businesses.  By  the  year  2000,  50%  of 
all  businesses  in  this  country  will  be  women-owned.  In  Illinois 
alone  there  are  250,000  women  owned  businesses,  most  in  the 
metropolitan  Chicago  area. 

Within  the  present  federal  certification  system,  there  are 
unfortunate  abuses.  The  Women's  Business  Development  Center  and 
other  organizations  and  coalitions  of  women  and  minorities  are 
concerned  about  abuse  of  the  goals  and  guidelines  and 
implementation  of  these  business  opportunities. 

While  some  government  agencies  have  imposed  stringent 
regulations  and  certification  requirements,  we  support  even  more 
stringent  certification  requirements,  creating  a  universal  standard 
for  certification,  privatizing  the  certification  process,  and  pre- 
award  and  post-award  monitoring  to  ajneliorate  abuses. 

Further,  we  encourage  more  federal  support  for  capacity- 
building  programs  which  will  accelerate  the  growth  and  impact  of 
women  and  minority  owned  businesses,  enabling  them  to  take  on  the 
bigger  contracts. 

Representatives  of  the  minority  and  women's  business  community 
should  be  included  in  the  planning,  implementation  and  monitoring 
of  setaside  and  sheltered  market  programs  in  all  federal 
departments  and  agencies. 

The  following  are  recommendations  for  increasing  procurement 
opportunities  and  access  for  women-owned  businesses: 

o    UNIFORM  GOALS  across  federal  agencies 

5%  MBE  and  5%  WBE  for  prime  and  subcontracting. 

For    smaller    agencies,    combined    5%    prime    and 

subcontracting  goals 

o  Establishing  uniform  and  preemptive  certification 
standards,  and  the  utilization  of  recognized,  credible 
private  sector  assistance  in  certification  of  minority 
and  female  business  enterprises  such  as  the  regional 
Chicago  Regional  Purchasing  Council  and  other  such 
councils  affiliated  with  the  National  Minority  Vendors 
Council  and  organizations  such  as  the  Women's  Business 
Development  Center  that  has  implemented  stringent 
certification  guidelines 
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o  CERTIFICATION  OF  WBE'S  -  in  order  to  assure  legitimacy 
of  women  business  owners  doing  federal  business,  there 
eventually  needs  to  be  a  uniform  and  universally 
accepted  federal  certification  code  for  WBE's  preceded 
by  acceptance  of  and  reciprocity  of  all  recognized  WBE 
certification  programs. 

o  Certification  of  WBE's  be  done  by  private  sector 
agencies  which  are  trained  and  monitored  to  uniform  and 
universally  accepted  certification  standards. 

o  Improvement  in  monitoring  of  contractors  and 
subcontractors  including  on  site  verification 

o     Breakout  of  larger  contracts  -  review  breakout.   SEA 

has  the  authority  to  look  at  all  prime  subcontracts  for 
breakout . 

o     SETASIDES  -  mandatory  5%  MBE  and  5%  WBE  OR  10%  Small 

and  Disadvantaged  Businesses  (including  women)  setaside 
of  all  federal  contract  dollars. 

0  ENFORCEMENT  AND  WOMEN'S  BUSINESS  REPRESENTATIVES  staff 
at  each  agency. 

o  PERFORMANCE  REQUIREMENT  -  Small  and  Disadvantaged 
Business  Utilization  Specialists  and  others  with  similar 
responsibilities  should  have  included  in  their 
performance  review  an  evaluation  based  on  the  use  of 
women-owned  businesses. 

o  WAIVER  MAY  be  approved  only  where  good  faith  efforts 
are  documented. 

c  Increase  minimum  small  purchase  threshold  from  $25,000 
to  $50,000  WITH  MONITORING  AND  REPORTING  REQUIREMENTS 
indicating  M/WBE's  awarded  contracts. 

o  Outreach  to  M/WBE's  to  assure  their  inclusion  on  the 
FEDERAL  SUPPLY  SCHEDULE,  separate  from  other  federal 
procurement. 

o  CREATE  a  STANDARDIZED  DEFINITION  OF  WOMEN-OWNED  BUSINESS 
There  is  currently  no  standard  definition  of  "woman 
owned"  business  for  federal  government  usage.  We  agree 
with  the  National  Women's  Business  Council  definition:  "A 
woman-owned  business  is  a  business  concern  with  at  least 
51  percent  unconditional  ownership  and  control  by  a  woman 
or  women.  Such  unconditional  ownership  must  be  reflected 
in  the  concern's  ownership  agreement;  and  the  woman,  or 
women  must  manage  and  operate  the  business  on  a  daily 
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basis. 


Establishing  across  the  board  uniform  participation  goals 
for  minorities  and  women  in  the  federal  procurement 
process  with  annual  reporting  from  each  federal  agency 
about  its  procurement  spending  with  minorities  and  women 
by  type  of  business  and  size  of  contract,  total  dollars 
spent,  outreach  initiatives  and  business  development 
initiatives  by  race  and  sex. 

Continuation  of  government  research  and  information  such 
as  that  collected  by  the  newly  formed  National  Women  s 
Business  Council  on  federal  procurement,  access  to  credit 
for  minorities  and  women 

Pursuit  and  elimination  of  fraud  in  the  certification 
process  with  an  enforcement  mechanism  and  procedure  to 
eliminate  fronts  and  to  penalize  those  individuals  who 
have  established  such  front  companies, 
women . 
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3.  INCREASE  ACCESS  TO  CAPITAL  FOR  WOMEN 

a)  Small  Loan  Program  at  U.S.  Small  Business  Administration 

With  regard  to  the  'Small  Loan  Program'  we  still  see  little 
activity  with  this  program  in  the  Chicago  area,  primarily  because 
the  banks  still  see  that  the  'paperwork'  and  due  diligence 
disproportionate  to  the  amount  of  the  loan. 

In  Chicago,  at  the  WBDC,  we  have  bridged  this  gap  of  providing 
bank  loans  of  under  $50,000  to  women  with  insufficient  collateral 
by  developing  a  'collateral  pool'  program.  We  have  obtained  loans 
from  foundations  that  capitalize  a  collateral  pool.  We  then  can 
pledge  part  of  the  collateral  pool  to  secure  part  of  a  bank  loan 
for  a  woman  business  owner  who  does  not  have  sufficient  collateral 
to  obtain  the  necessary  financing. 

Since  the  SEA  has  financed  'intermediaries'  in  the  Micro-Loan 
Program  through  loans,  we  encourage  the  SBA  to  consider  lending  to 
intermediaries  to  develop  a  collateral  pool  program  that  would 
serve  the  market  the  Small  Loan  Program  is  supposed  to  serve.  Banks 
prefer  our  collateral  pool  program  to  the  Small  Loan  Program 
because  we  the  intermediary  agency  can  assist  the  client,  undertake 
the  due  diligence,  and  minimize  the  paperwork  and  administrative 
burden  for  the  banks. 

b)  Improving  Access  to  Capital  For  Women 

Just  recently  a  major  change  has  occurred  in  bank  policy  that 
could  have  a  major  impact  on  the  access  to  capital  for  small 
business.  In  a  recent  memo  from  all  four  regulators  there  is 
provision  for  banks  with  CAMEL  ratings  of  1  and  2  to  set  aside  up 
to  20%  of  their  loan  portfolios  for  small  and  medium-sized 
businesses  that  will  not  be  scrutinized  by  federal  regulators.  This 
means  that  banks  have  the  ability  to  apply  different  underwriting 
criteria  to  this  un-reg\ilated  portion  of  their  portfolio. 

From  our  understanding  few  bank  officers  are  aware  of  this 
change  in  policy  nor  do  they  understand  the  implications  for 
lending  to  small  business.  The  SBA  could  be  very  instrumental  in 
facilitating  discussions  and  developing  a  methodology /criteria  to 
encourage  banks  to  maximize  the  impact  of  this  policy  on  increasing 
access  to  capital  for  women  and  small  business  in  general. 
Recently,  the  WBDC  organized  a  'Meet  Your  Lenders'  workshop  that 
included  women  business  owners,  banks,  AND  the  regulators.  This 
workshop  begins  the  process  we  advocate. 
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c)  Equity  Investment 

We  have  found  over  the  years  that  many  women  need  small 
amounts  of  'equity'  or  subordinated  debt  in  order  to  leverage  bank 
loans.  We  are  currently  working  on  a  case  where  the  banks  have 
committed  $40,000  if  we  can  arrange  another  $20,000  in  equity 
financing.  We  are  currently  pairing  individual  investors  with 
companies  and  working  with  alternative  financing  organizations  in 
order  to  develop  "equity/debt"  partnerships.  In  order  to  further 
this  type  of  financing  we  recommend  the  following: 

o  provide  for  tax  legislation  that  will  encourage 
individuals  to  invest  in  'socially  responsible'  causes, 
and/or  in  small  business. 

o  educate  both  investors  and  small  business  on  how  to 
structure  equity/subordinated  debt  deals  that  benefit 
both  the  business  and  the  investor.  We  find  that  many 
people  do  not  enter  in  such  partnerships  because  they  do 
not  know  what  to  do  nor  what  to  ask  for. 

d)  We  recommend  that  the  federal  government  increase  its  minority 
and  female  business  development  initiatives  to  help  with  access  to 
capital  and  credit  opportunities  through  the  public  and  private 
sector. 
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RKCOMMENDKD  ADVOCACY  INITIATIVES 

--  NEW  INITIATIVES 

o  We  propose  that  the  Office  of  Women's  Business  Ownership 
of  the  U.S.  SBA  be  elevated  to  an  "agency"  type  level  in 
terms  of  reporting  and  responsibility  to  the  SBA 
Administrator  so  that  this  agency  has  an  equivalent 
status  to  the  Minority  Business  Development  Agency  in  the 
U.  S.  Department  of  Commerce.  That  within  SBA,  the  OWBO 
have  an  equivalent  status  to  procurement  and  finance 
division  with  the  Director  of  the  OWBO  holding  the  level 
of  Associate  Deputy  Administrator  for  Women's  Economic 
Development,  or  some  such  title.  The  issue  is  policy- 
making, impact,  funding,  etc. 

o     Facilitate  a  Task  Force  on  Access  to  Capital 

o  Establish  an  equivalent  SBA  7J  type  technical  assistance 
program  for  women's  business  owners  as  a  line  item  in 
annual  budget  to  be  monitored  by  Office  of  Women's 
Business  Ownership. 

o  Appoint  a  Chief  Counsel  for  Advocacy  as  an  advocate  for 
small  business,  with  commitment  to  minority  and  women's 
business  ownership  issues. 

o  Reestablish  the  Interagency  Committee  on  Women's  Business 
Enterprise  by  Executive  Order  to  help  establish  national 
policy  supporting  women's  business  ownership  issues.  The 
Interagency  Committee  would  report  to  the  President  on 
procurement  issues  and  other  issues  such  as  financial 
assistance  and  technical  assistance. 

o  Initiate  a  national  study  of  the  economic  and  social 
impact  of  women-owned  businesses,  perhaps  within  a  job 
creation  initiative 

o  Establish  a  Demonstration  Program  for  Women's  Business 
Assistance  in  each  state  offering  financial,  management, 
and  technical  assistance,  procurement,  certification  and 
financing  programs  to  developing  and  expanding  women 
owned  businesses.  New  funding  at  a  reasonable  level  is 
necessary. 

o  The  MEGACENTER,  pilot  program  of  the  MBDA  of  the  U.S. 
Department  of  Commercew  in  Chicago,  was  awarded  $2 
million  for  minority  business  assistance.  Only  $1.2 
million  is  awarded  NATIONALLY  for  women's  business 
assistance  for  1993.  The  Demonstration  Projects  for 
Women's  Business  Assistance  of  the  OWBO  of  the  U.S.  SBA 
need  an  infusion  of  new  funds  to  expand  the  concept 
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nationwide  to  provide  much  needed  business  assistcince  for 
emerging  and  expanding  women-owned  businesses. 
o  Continue  the  temporary  reauthorization  of  the  National 
Women's  Business  Council.  It's  now  in  the  final  year  of 
a  5-year  mandate  and  major  reasons  exist  for  extending 
its  life  at  least  an  additional  year: 

1.  To   examine   and   address   solutions   to   procurement 
barriers   to  women  owned  businesses  at  all  levels 

2.  To  examine  and  address  barriers  and  solutions  to  access 
to  capital  for  women  business  owners; 

3.  To  conduct  additional  research  on  women's  business 
ownership 

4.  To  implement  a  National  Women's  Economic  Summit 

5.  To  conduct  regional  hearings  by  NWBC  and  Federal  Reserve 
Board  on  Access  to  Capital--debt  and  equity--for  women. 


CONCLUSION 

Thank  for  the  opportunity  to  present  this  testimony  to  you  on 
behalf  of  women  in  business. 


Hedy  M.  Ratner 

Co-Director,  Women's  Business  Development  Center 

Respecfully  submitted 

Monday,  July  12,  1993 
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Mr.  Spratt.  Ms.  Davenport. 

STATEMENT  OF  DORIS  DAVENPORT,  DISTRICT  MANAGER, 
MARKETING  AND  PUBLIC  RELATIONS,  MINORITY  ENTER- 
PRISE GROWTH  ASSISTANCE  [MEGA]  CENTER,  ON  BEHALF 
OF  GEORGE  HERRERA,  PRESIDENT,  DAVID  J.  BURGOS  &  AS- 
SOCIATES, INC.,  ACCOMPANIED  BY  BRIAN  LaPERRIERE, 
VICE  PRESIDENT 

Ms.  Davenport.  Mr.  Chairman,  Congressman  Rush,  and  mem- 
bers of  the  subcommittee,  I  am  pleased  to  submit  the  oral  testi- 
mony of  George  Herrera,  president  of  David  J.  Burgos  &  Associ- 
ates, Inc.  At  this  time,  I  would  like  to  recognize  the  vice  president 
of  the  MEGA  Center,  Brian  LaPerriere,  and  ask  him  to  join  me  at 
the  table. 

Mr.  Rush.  Would  you  repeat  his  name  please? 

Ms,  Davenport.  I  beg  your  pardon? 

Mr.  Rush.  Would  you  repeat  his  name? 

Ms.  Davenport.  Brian  LaPerriere. 

Our  organization,  David  J.  Burgos  &  Associates,  Inc.,  hereafter 
referred  to  as  Burgos,  has  established  an  exemplary  reputation  for 
developing  and  implementing  innovative  market-driven,  customer 
focused  business  development  services  to  small  and  minority  busi- 
nesses, governmental  agencies,  corporations,  and  economic  develop- 
ment organizations. 

Since  our  inception  as  a  minority  business  development  agency 
contractor,  Burgos  has  generated  over  $163.13  millions  in  loans  to 
902  clients.  In  addition,  our  procurement  development  services 
have  resulted  in  822  clients  securing  more  than  $134.47  million  in 
procurement  contracts.  This  effort  to  date  has  resulted  in  the  es- 
tablishment of  over  3,500  new  jobs. 

Mr.  Chairman,  Burgos'  reputation  as  a  pioneer  in  the  field  of  mi- 
nority business  development  is  evidenced  via  the  award  in  1992  of 
the  largest  single  contract  in  the  Federal  Government  history  to  as- 
sist minority  business  enterprises.  The  U.S.  Department  of  Com- 
merce Minority  Business  Development  Agency  awarded  Burgos  a 
$2.5  million  contract  to  serve  as  prime  contractor  for  the  center  lo- 
cated in  metropolitan  Chicago,  IL.  The  MEGA  Center  is  fimded 
through  a  $1.8  million  Federal  cooperative  agreement  and  $700,000 
in  private  sector  funds. 

In  order  to  constructively  evaluate  and  assess  minority  business 
programs  of  the  Federal  Gfovemment,  it  is  important  that  we  first 
take  a  look  at  the  problems  that  minority  entrepreneurs  have  his- 
torically faced  in  .Ajnerica  today.  Minorities  have  historically  been 
excluded  from  business  ownership  opportunities.  They  have  not 
been  permitted  to  learn  what  happens  in  the  management  and  op- 
eration of  competitiveness.  Conseauently,  they  have  not  developed 
management  skills.  There  was  no  basis  for  their  inclusion  in  social 
activities  that  would  permit  them  to  develop  personal  and  profes- 
sional relationships  with  business  owners  and  managers.  They 
were  naturally  restricted  socially  to  their  own  peer  groups  on  the 
basis  of  knowledge,  but  the  natural  peer  group  restraints  in  them- 
selves account  for  social  and  professional  isolation.  The  result  of  ex- 
clusion is  the  inability  to  compete  effectively. 
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Minorities  have  few  opportunities  to  develop  business  skills  and 
it  is  entirely  normal  and  natural  that  a  disproportionately  small 
percentage  nave  business  knowledge  and  experience  at  competitive 
levels  and  successful  track  records  in  business  or  personal  contacts 
at  policy  decisionmaking  levels  of  business.  Prejudicial  attitudes 
have  caused  continued  exclusion  and  militates  against  equitable  re- 
sponses based  on  individual  merit.  Similar  attitudes  are  developed 
about  people  individually  and  as  groups;  consequently,  negative  at- 
titudes about  minority  business  people  are  perfectly  normal  and 
predictable. 

Minorities  have  been  restricted  to  neighborhoods  where  edu- 
cation and  income  are  relatively  low.  Their  income  could  not  sup- 
port first  class  establishments  of  any  kind.  The  levels  of  business 
activity  were  too  low  to  support  modem  furnishings  and  first  class 
service.  Businesses  fi-equentiy  existed  solely  on  the  basis  of  conven- 
ience and  the  store  and  services  were  definitely  inferior. 

Under  these  conditions,  minority  business  people  could  not  de- 
velop the  attitudes  or  skills  that  characterize  owners  of  thriving 
businesses  in  viable  communities.  When  the  barriers  were  dropped 
and  minorities  were  free  to  shop  for  services  in  the  general  busi- 
ness community,  it  became  profitable  for  majority  firms  to  exploit 
minority  markets.  Minority  business  people  were  unable  to  exercise 
skills  or  prior  resources  needed  to  build  competitive  businesses. 
Whole  communities  suffered  fi'om  the  usurping  of  minority  busi- 
ness communities  by  stronger,  more  sophisticated  businessmen. 
The  result  was  similar  to  that  experienced  by  the  virtually  defense- 
less Ethiopians  when  they  were  invaded  by  the  Italians  with  their 
sophisticated  machines  of  war.  Minority  business  people  were  un- 
able to  protect  themselves  because  they  had  no  opportunity  to  arm 
themselves  or  train  for  the  onslaught. 

In  America  today,  there  are  still  strong,  prevailing  attitudes  that 
all  minorities  are  poor  business  risks  and  that  all  minority  busi- 
nesses are  inferior.  Minorities  do  not  trust  our  economic  system  or 
those  who  control  it.  They  do  not  understand  the  rules  or  the 
standards  that  must  be  met  to  quality  for  entry  or  to  continue  in 
business.  They  have  been  left  to  their  own  devices  to  determine 
these  on  the  basis  of  what  they  perceive  as  outsiders.  Their  experi- 
ences, since  they  have  been  excluded  solely  on  the  basis  of  preju- 
dicial attitudes  regardless  of  the  personal  qualifications,  lead  them 
to  believe  that  nepotism,  buying  one's  way,  is  essential  to  success. 
Those  signs  of  progress  are  evidence  that  minority  business  devel- 
opment is  still  hampered  by  a  multitude  of  problems,  some  unique, 
others  similar  in  kind,  but  more  profound  than  those  facing  busi- 
nesses generally. 

Minority  business  formation  rates  and  business  growth  rates  lag 
behind  those  of  nonminorities  for  other  reasons  as  well.  In  addition 
to  discrimination,  among  the  problems  most  significant  in  retard- 
ing business  formation  and  growth  are  limited  capital  resources, 
lack  of  formal  education  and  business  knowledge  £md  experience, 
undeveloped  support  network,  and  limited  market  potential,  which 
creates  a  unique  need  for  the  MEGA  Center  project. 

Functioning  as  a  unique  one-stop  business  development  consult- 
ing center,  the  MEGA  Center  offers  one-on-one  counseling  by  a 
multidisciplined  staff  of  25  professionals  in  the  areas  of  capital  de- 
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velopment  and  systems  integration,  construction  assistance  and 
bonding,  franchise  development  and  training,  market  development 
and  research,  and  international  trade. 

The  center  prepares  U.S.  minority-owned  firms  to  better  compete 
for  business  opportunities  and  growth  markets  in  today's  U.S.  do- 
mestic and  expanding  international  marketplace.  The  center  serves 
as  a  catalyst  for  minority  business  competitiveness  for  the  21st  cen- 
tury, forging  partnerships  among  Federal  agencies.  State  and  local 
governments,  corporate  America,  and  the  private  sector  to  stimu- 
late business  opportunities  for  this  minority  business  sector  of  the 
U.S.  economy. 

The  MEGA  Center  Consortium  represents  the  most  credible  and 
highly  respected  experts  in  the  field  of  minoritA^  business  develop- 
ment. David  J.  Burgos  &  Associates  serves  as  tne  prime  contractor 
and  provider  of  basic  management  and  technical  assistance  serv- 
ices. 

Our  consortium  members  include  Chicago  International  Develop- 
ment Corp.  representing  international  trade;  Chicago  Regional  Pur- 
chasing Council  representing  market  development  and  research; 
Ralph  G.  Moore  &  Associates  representing  systems  integration  and 
capital  development;  Target  Group,  Inc.,  representing  construction 
assistance  and  surety  bonding;  and  Women  in  Franchising  rep- 
resenting franchise  development  and  training. 

The  successful  implementation  of  the  MEGA  Center  project  re- 
quired Burgos  to  make  long-term  investments  resulting  in  Burgos 
securing  a  $342,000  contribution  from  Continental  Bank  N.A.  in 
the  form  of  fiilly  furnished  office  space. 

Additional  investments  in  leveraging  public/private  sector  part- 
nerships results  in  the  establishment  of  a  $50  million  surety  bond 
fund  with  Am  west  Insurance  Co.,  the  establishment  of  our  south- 
side  office  facilitv  with  the  Neighborhood  Institute,  a  not-for-profit 
affiliate  of  Shorebank  Corp.  established  in  1978  with  a  commitment 
to  the  economic  revitalization  of  South  Shore,  and  the  establish- 
ment of  a  Mentor/Protege  Program  with  the  Chicago  Construction 
Industry. 

Extensive  negotiations  are  currently  underway  with  the  State  of 
Michigan  and  the  State  of  Illinois  to  establish  a  formal  working  re- 
lationship with  the  MEGA  Center  to  leverage  resources  with  a  pos- 
sibilitv  of  some  additional  fimding  for  the  center. 

Looking  at  MEGA  Center  accomplishments,  from  the  first  quar- 
ter to  the  third  quarter  of  fiscal  year  1993,  the  MEGA  Center's  pro- 
ductivity increased  from  62  clients  to  392  clients  being  served;  from 
1,182  hours  of  management  and  technical  assistance  provided  to 
6,649  hours;  from  $1,121  million  in  combined  business  transactions 
facilitated  to  $33.5  million,  $27  million  in  procurement  contracts 
secured  and  $6.5  million  in  loans  secured. 

Amwest  Surety  Insurance  Co.,  the  13th  largest  surety  company 
in  the  United  States,  has  joined  in  an  innovative  public/private 
partnership  with  the  MEGA  Center  to  help  minority  contractors 
obtain  bonding  for  construction  projects  in  Illinois  and  throughout 
the  Midwest.  The  partnership  is  a  major  advance  for  minority- 
owned  businesses.  It  has  the  potential  to  facilitate  access  to  bond- 
ing which  is  often  a  primary  impediment  for  bidding  on  private  and 
public  projects. 
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Amwest  has  agreed  to  underwrite  up  to  $50  million  in  surety 
bonds  to  qualified  minority-owned  construction  companies  in  the 
Midwest,  who  are  clients  of  the  MEGA  Center.  As  the  Nation's 
largest  specialty  surety  company  for  small  contractors,  Amwest  will 
offer  streamlined  application  procedures,  special  underwriting  cri- 
teria and  local  approval  authority  from  its  Chicago  branch  office. 
Whenever  possible,  collateral  requirements  will  be  eliminated  by 
use  of  the  U.S.  Small  Business  Administration  or  Illinois  Job  De- 
velopment Authority  bond  guarantee  programs.  The  companv  is 
U.S.  Treasury  listed  and  carries  the  prestigious  A-rating  from  A.M. 
Best. 

During  the  past  two  decades,  Burgos  has  had  an  opportimity  to 
work  with  and  interface  with  almost  all  of  the  federally  sponsored 
and  funded  minority  business  programs.  It  is  relatively  easy  for  me 
to  isolate  a  number  of  these  programs  and  find  expressions  of  con- 
gressional intent  in  law  that  accompanied  their  enactment. 

Most  programs,  however,  that  are  enacted  to  assist  minority 
business,  contain  no  statutory  language  indicating  a  need,  ration- 
ale, or  factual  predicate  of  any  sort.  To  compound  problems  further, 
many  minority  business  programs  have  complex  administrative  re- 
quirements and  eligibility  criteria  that  vary  from  program  to  pro- 
gram, agency  to  agency,  and  in  many  cases  from  one  office  in  an 
agency  to  another. 

While  I  am  encouraged  by  the  existence  of  a  political  base  suffi- 
cient to  enact  such  legislation,  I  am  concerned  with  the  manner  by 
which  these  programs  were  established  and  the  way  in  which  they 
are  monitored  by  the  legislative  and  executive  branches  of  govern- 
ment. 

The  simple  articulation  in  statute  of  the  general  intent  of  minor- 
ity business  programs  does  not  by  itself  tell  us  how  to  measure  the 
efficacy  of  the  program.  Many  questions  remain:  Are  more  effective 
means  available  to  obtain  desired  results;  is  there  a  disproportion- 
ate negative  impact  on  small  business;  will  the  program  yield  a  re- 
turn that  is  reasonable  when  compared  with  the  size  of  the  Federal 
investment  required  to  carry  it  out? 

The  Federal  Grovernment  must  make  choices  about  resource  allo- 
cations and  judgments  about  program  effectiveness.  However,  ex- 
treme caution  is  required  since  this  process  can  deteriorate  into  a 
political  rather  than  economic  exercise  absent  an  exact  pronounce- 
ment of  policy  objects  and  agreed  upon  standards  of  success  to 
measure  progress. 

Without  such  standards,  I  believe  that  minority  business  pro- 
grams will  continue  to  meander  from  agency  to  agency  and  from 
program  to  program. 

I  would  like  to  go  over  some  of  the  measurable  criteria  that 
Burgos  believes,  based  on  experience,  minority  programs  should  be 
measured  by.  Minority  business  programs  should  be  measured  by 
the  degree  to  which  the  specific  program  will:  One,  contribute  to 
the  expansion  of  economic  gprowth  and  industrial  capability,  while 
providing  the  concomitant  benefits  of  increasing  jobs  and  the  avail- 
able tax  base;  two,  increase  the  market  share  for  minority-owned 
business,  measured  in  terms  of  a  percent  of  total  gross  receipts  in 
that  market,  by  shifting  control  over,  or  increasing  access  to  the 
factors  of  production;  three,  have  minority-owned  businesses  into 
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business  areas  where  they  have  been  historically  underutilized  or 
that  present  particularly  difficult  entrance  barriers;  four,  dem- 
onstrate some  indication  that  the  assistance  provided  can  produce, 
within  a  reasonable  period  of  time,  self-sustaining  minority-owned 
business  firms,  capable  of  remaining  in  business  without  the  con- 
tinuous need  for  remedial  assistance;  five,  not  have  a  substantial 
negative  impact  on  nonminority  owned  small  business;  six,  attract 
some  resources  fi-om  the  private  sector  and/or  State  or  local  govern- 
ments; and  seven,  produce  a  reasonable  cost-to-benefits  ratio  as 
compared  to  other  available  alternatives. 

It  is  not  likely  that  all  minority  business  progprams  will  score 
high  in  all  seven  of  these  measurement  areas.  However,  the  pilot 
MEGA  Center  initiative  undertaken  by  the  Minority  Business  De- 
velopment Agency  is  a  step  in  this  direction. 

I  must  applaud  MBDA  for  having  the  insight  to  develop  the 
MEGA  Center  program.  This  concept  not  only  fills  a  critical  void 
in  the  area  of  Federal  initiatives  for  emerging  MBE's,  but  also  ad- 
dresses the  major  issues  that  determine  the  success  or  failure  of 
any  business,  especially  those  owned  by  minority  entrepreneurs. 

I  view  this  initiative  as  the  first  of  a  series  of  steps  t5iat  will  lead 
to  true  economic  empowerment  in  the  minority  communities.  In  the 
past,  minority  business  initiatives  either  lacked  direction,  were  un- 
derfunded or  were  targeted  to  smaller  startup-type  businesses.  In 
contrast,  we  envision  the  Chicago  MEGA  Center  serving  as  the 
focal  point  for  current  and  future  minority  business  development 
activity.  The  center  will  develop  the  strategic  blueprint  which  will 
position  emerging  minority  businesses  as  a  key  national  resource. 
This  blueprint  will  empower  minority  businesses  to  contribute  to 
our  Nation's  economic  expansion  in  the  following  ways: 

The  international  trade  component  will  enable  MBE's  to  play  a 
pivotal  role  in  restoring  America  as  the  world's  leading  exporter  of 
goods  and  services. 

The  construction  assistance  and  bonding  component  will  expand 
the  pool  of  MBE's  that  provide  cost-effective,  high-quality  construc- 
tion services  as  America  rebuilds  its  infrastructure  and  responds  to 
the  shortage  of  new  and  renovated  housing  units. 

The  integrated  information  systems  component  will  enable 
MBE's  to  harness  information  systems  technology  in  an  atmos- 
phere of  total  quality  management  and  reclaim  .Snerica's  leader- 
ship in  productivity,  quality,  and  ingenuity. 

The  franchise  component  will  expand  the  economic  base  of  mi- 
nority communities  through  the  ownership  of  franchises  as  well  as 
assisting  MBE's  in  becoming  franchisers  of  their  successful  busi- 
ness. 

The  capital  development  component  will  unlock  the  kev  to  cap- 
ital. The  challenge  is  not  merely  to  provide  a  list  of  capital  sources, 
but  to  empower  minority  entrepreneurs  by  transforming  them  from 
craftsmen  into  managers  and  ultimately  into  capitalists — entre- 
preneurs who  can  effectively  compete  in  capital  markets  for  limited 
resources. 

The  center's  youth  entrepreneurship  initiative  will  plant  the 
seeds  for  the  next  generation  of  minority  business  ownership 
through  an  active  partnership  with  youth  organizations,  the  MEGA 
Center,  and  the  minority  community  in  general. 
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The  information  clearinghouse  activities  will  expand  the  knowl- 
edge of  the  MBE  community  in  the  areas  of  State,  local,  and  fed- 
eral entrepreneur  programs.  1   r  «  j„ 

The  client  marketing  activities  will  provide  a  framework  for  dis- 
cussing and  expanding  the  public/private  partnership,  preparing 
MBE's  for  contracting  opportunities  with  Fortune  500  corporations, 
matching  corporations  with  capable  MBE's  and  serving  as  a  clear- 
inghouse of  information  for  interested  parties.  T,,„„  J       1 

The  outreach  activities  will  analyze  the  climate  for  MBE  develop- 
ment within  each  of  the  10  States  serviced  by  the  center  aiid  par- 
ticipate in  the  development  of  a  customized  statewide  strategy  tor 

MBE  expansion.  ,    ,  t  ^i    • 

It  is,  however,  with  great  disappointment  that  I  was  recently  in- 
formed that  the  MEGA  Center  budget  for  our  renewal  period,  Octo- 
ber 1,  1993,  through  September  30,  1994,  is  being  reduced  by 
$800  000  This  drastic  reduction  will  result  in  elimination  ot  our 
south  side  and  west  side  satelhte  offices;  reduction  in  the  services 
available  through  our  franchise  and  international  trade  functional 
components;  and  a  streamlining  of  our  effective  public/private  part- 
nership activities.  ,     ,         ,    x^  j      i  j 

The  pilot  MEGA  Center  program  is  the  only  Federal  program  ad- 
dressing the  needs  of  the  minority  business  entrepreneur  which  is 
market-driven,  customer-focused,  and  ensures  total  quahty  man- 
agement. It  is  truly  state  of  the  art.    ^     .  ,    .  ..       ^     • 

I  therefore,  respectfully  request  legislative  action  to  increase 
funding  for  the  Minority  Business  Development  Agency,  and  in 
particiSar,  funding  for  the  pilot  MEGA  Center  program  so  that  mi- 
nority enterprises  can  utilize  this  state-of-the-art  program  as  a  cat- 
alyst for  competitiveness  into  the  21st  century. 

Thank  you  for  the  opportunity  to  share  my  views  and  rec- 
ommendations for  enhancing  the  efficacy  of  minority  business  pro- 

[The  prepared  statement  of  Mr.  Herrera  follows:] 
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STATEMENT  OF  GEORGE  HERRERA 
PRESIDENT 
DAVID  J.  BURGOS  &  ASSOCIATES,  INC. 

BEFORE  THE  SUBCOMMITTEE  ON 

COMMERCE,  CONSUMER  AND  MONETARY  AFFAIRS 

JULY  12,  1993 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  am  pleased  to  submit  my  testimony  on  the 
status  of  federal  programs  geared  towards  providing  assistance  to  minority  business  enterprises 
and  how  the  Minority  Enterprise  Growth  Assistance  (MEGA)  Center  compliments  the  U.S. 
Department  of  Commerce's  role  in  this  effort. 

Our  organization,  David  J.  Burgos  &  Associates,  Inc.  (BURGOS)  has  established  an  exemplary 
reputation  for  developing  and  implementing  innovative  market-driven,  customer-focused  business 
development  services  to  small  and  minority  businesses,  governmental  agencies,  corporations  and 
economic  development  organizations. 

Since  our  inception  as  a  Minority  Business  Development  Agency  (MBDA)  contractor,  Burgos 
has  generated  an  appreciable  impact  in  minority  business  development.  More  specifically, 
Burgos  has  secured  over  $163. 13  million  in  loans  for  902  clients.  In  addition,  our  procurement 
development  services  has  resulted  in  822  clients  securing  more  than  $134.47  million  in 
procurement  contracts.  This  effort-to-date  has  resulted  in  the  establishment  of  more  than  3,500 
new  jobs. 

Burgos'  reputation  as  a  pioneer  in  the  field  of  minority  business  development  is  evidenced  via 
the  award  of  the  first-ever  Minority  Enterprise  Growth  Assistance  "MEGA"  Center. 

In  October  1992,  Burgos  was  awarded  the  largest  single  contract  in  federal  government  history 
to  assist  minority  business  enterprises.  The  U.S.  Department  of  Commerce,  Minority  Business 
Development  Agency  awarded  Burgos  a  $2.5  million  contract  to  serve  as  the  prime  contractor 
for  the  Center,  located  in  metropolitan  Chicago,  IL.  Located  at  105  West  Adams  Street,  7th 
Floor,  the  MEGA  Center  is  funded  tlirough  a  $1.8  million  federal  cooperative  agreement  and 
$700,000.00  in  private  sector  funds. 

Functioning  as  a  unique,  one-stop  business  development  consulting  center,  the  MEGA  Center 
offers  one-on-one  counseling  by  a  multi-disciplined  staff  of  25  professionals.  Our  mission  -  to 
provide  the  highest  quality  of  services  to  minority  firms  in  a  principled  and  ethical  manner  which 
results  in  growth  and  profitability  for  a  minority-owned  and  operated  enterprise. 

The  Center  prepares  U.S.  minority-owned  firms  to  better  compete  for  business  opportunities  and 
growth  markets  in  today's  U.S.  domestic  and  expanding  international  marketplace.  The  Center 
serves  as  a  catalyst  for  minority  business  competitiveness  for  the  21st  century,  forging 
partnerships  among  Federal  agencies,  state  and  local  governments,  corporate  America  and  the 
private  sector  to  stimulate  business  opportunities  for  this  minority  business  sector  of  the  U.S. 
economy. 
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The  MEGA  Center  Consortium  represents  tlie  most  credible  and  iiighly  respected  experts  in  the 
field  of  minority  business  development.  David  J.  Burgos  &  Associates,  Inc.  serves  as  the  prime 
contractor  and  provider  of  basic  management  and  technical  assistance  services. 

Our  consortium  members  include:  Chicago  International  Development  Corporation  - 
International  Trade;  Chicago  Regional  Purchasing  Council  -  Market  Development  and  Research; 
Ralph  G.  Moore  &  Associates  -  Systems  Integration/Capital  Development;  Target  Group  - 
Construction  Assistance  and  Surely  Bonding;  and  Women  in  Franchising  -  Franchise 
Development  and  Training. 

The  successful  implementation  of  the  MEGA  Center  Project  required  Burgos  to  make  long-term 
investments  in  order  to  effectively  create  a  vehicle  which  will  serve  as  a  catalyst  for  minority 
business  competitiveness  into  the  21st  century.  This  resulted  in  Burgos  securing  a  $342,000 
contribution  from  Continental  Bank  N.A.  in  the  form  of  fully  furnished  office  space. 

Additional  investments  in  leveraging  public/private  sector  partnerships  resulted  in  the 
establishment  of  a  $50  million  surety  bond  fund  with  Amwest  Insurance  Company,  the 
establishment  of  our  South-side  office  facility  with  The  Neighborhood  Institute  a  not-for-profit 
affiliate  of  Shorebank  Corporation,  and  the  establishment  of  a  Mentor/Protege  Program  with  the 
Chicago  Construction  Industry. 

Extensive  negotiations  are  currently  underway  with  the  State  of  Michigan  and  State  of  Illinois 
to  establish  a  formal  working  relationship  with  the  MEGA  Center  to  leverage  resources  with  a 
possibility  of  some  additional  fimding  for  the  Center. 

MI:GA  CENTER  ACCOMPLISHMENTS 

From  the  1st  quarter  to  the  3rd  Quarter  of  FY  93,  the  MEGA  Center's  productivity  increased 
from  62  clients  to  392  clients  being  served;  from  1,182  hours  of  management  and  technical 
assistance  provided  to  6,649  hours;  from  $1,121  million  in  combined  business  transactions 
facilitated  to  $33.5  million  ($27  million  in  procurement  contracts  secured  and  $6.5  million  in 
loans  secured). 

Amwest  Surety  Insurance  Company,  the  13lh  largest  surety  company  in  the  United  States,  has 
joined  in  an  innovative  public/private  partnership  with  the  MEGA  Center  to  help  minority 
contractors  obtain  bonding  for  construction  projects  in  Illinois  and  throughout  the  Midwest.  The 
partnership  is  a  major  advance  for  minority-owned  businesses.  It  has  the  potential  to  facilitate 
access  to  bonding,  which  is  often  a  primary  impediment  for  bidding  on  private  and  public 
projects. 
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Amwest  has  agreed  to  underwrite  up  to  $50  million  in  surety  bonds  to  qualified  minority-owned 
construction  companies  in  the  Midwest,  who  are  clients  of  the  MEGA  Center.  As  the  nation's 
largest  specialty  surety  company  for  small  contractors,  Amwest  will  offer  streamlined  application 
procedures,  special  underwriting  criteria  and  local  approval  authority  from  its  Chicago  Branch 
office.  Whenever  possible,  collateral  requirements  will  be  eliminated  by  use  of  the  U.S.  Small 
Business  Administration  (SBA)  or  Illinois  Job  Development  Authority  (JDA)  bond  guarantee 
programs.  The  company  is  U.S.  Treasury  listed  and  carries  the  prestigious  "A"  Rating 
(Excellent)  from  A.M.  Best. 

MEGA  CENTER  SATELLITE  OFFICES 

As  an  extension  of  the  MEGA  Center  Program,  two  satellite  offices,  in  the  South  side  and  West 
side  of  Chicago,  augment  the  Center's  services  to  inner-city  communities  by  providing  on-site 
services  and  information  on  market  opportunities  -  international  trade,  mergers  and  acquisitions, 
loan  packaging,  franchising,  private  and  public  sector  procurement,  and  surety  bonding.  Clients 
seeking  more  specialized  management  and  technical  assistance  are  referred  to  the  parent  MEGA 
Center. 


One  of  the  satellite  offices  is  located  at  the  South  Shore  Enterprise  Center,  a  division  of  The 
Neighborhood  Institute  (TNI).  This  institute,  a  non-profit  affiliate  of  Shorebank  Corporation  -  - 
a  regulated  bank  holding  company  based  in  South  Shore  -  was  established  in  1978  with  a 
commitment  for  the  economic  revitalization  of  South  Shore. 

The  TNI  satellite  office  is  located  at  1525  E.  53rd  Street.  The  other  satellite  location  is  at  2845 
W.  Cermark  Road. 

FEDERAL  MINORITY  BUSINESS  PROGRAMS 

During  the  last  two  decades,  Burgos  has  had  an  opportunity  to  work  with  and  interface  with 
almost  all  of  the  federally  sponsored  and  funded  minority  business  programs.  It  is  relatively 
easy  for  me  to  isolate  a  number  of  these  programs  and  find  expressions  of  Congressional  intent 
in  law  that  accompanied  their  enactment. 

Most  programs,  however,  that  are  enacted  to  assist  minority  business,  contain  no  statutory 
language  indicating  a  need,  rationale,  or  factual  predicate  of  any  sort.  To  compound  problems 
further  many  minority  business  programs  have  complex  administrative  requirements  and 
eligibility  criteria  that  vary  from  program  to  program,  agency  to  agency,  and  in  some  instances, 
from  one  office  in  an  agency  to  another. 

While  I  am  encouraged  by  the  existence  of  a  political  base  sufficient  to  enact  such  legislation, 
I  am  concerned  with  the  manner  by  which  these  programs  were  established  and  the  way  in  which 
Ihey  are  monitored  by  the  Legislative  and  Executive  Branches  of  Government. 
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The  simple  articulation  in  statue  of  the  general  intent  of  minority  business  programs  does  not 
by  itself  tell  us  how  to  measure  the  efficacy  of  the  program.  Many  questions  remain:  are  more 
effective  means  available  to  obtain  desired  results;  is  there  a  disproportionate  negative  impact 
on  small  business;  will  the  program  yield  a  return  that  is  reasonable  when  compared  with  the 
size  of  the  federal  investment  required  to  carry  it  out? 

The  Federal  Government  must  make  choices  about  resource  allocations  and  judgements  about 
program  effectiveness.  However,  extreme  caution  is  required  since  this  process  can  deteriorate 
into  a  political  rather  than  economic  exercise  absent  an  exact  pronouncement  of  policy  objects 
and  agreed  upon  standards  of  success  to  measure  progress. 

If  such  standards  are  established,  the  public  and  private  sector  can  utilize  these  measures  by 
which: 

(1)  New  initiatives  can  be  evaluated; 

(2)  The  effectiveness  of  present  efforts  can  be  assessed;  and 

(3)  Informed  decisions  can  be  made  with  respect  to  resource  allocations. 

Without  such  standards,  I  believe  that  minority  business  programs  will  continue  to  meander  from 
agency  to  agency  and  from  program  to  program. 

Based  on  Burgos'  experience,  we  believe  that  the  success  of  minority  business  programs  should 
be  measured  by  the  degree  to  which  the  specific  program  will: 

•  contribute  to  the  expansion  of  economic  growth  and  industrial  capability, 
while  providing  the  concomitant  benefits  of  increasing  jobs  and  the 
available  tax  base; 

•  increase  the  market  share  for  minority-owned  business,  measured  in  terms 
of  a  percent  of  total  gross  receipts  in  that  market,  by  shifting  control  over, 
or  increasing  access  to,  the  factors  of  production; 

•  move  minority-owned  businesses  into  business  areas  where  they  have  been 
historically  under-utilized  or  that  present  particularly  difficult  entrance 
barriers; 

•  demonstrate  some  indication  that  the  assistance  provided  can  produce, 
within  a  reasonable  period  of  time,  self-sustaining  minority-owned 
business  firms,  capable  of  remaining  in  business  without  the  continuous 
need  for  remedial  assistance; 

•  not  have  a  substantial  negative  impact  on  non-minority  owned  small 
business; 


• 
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attract  some  resources   from   the  private  sector  and/or  stale  or  local 
governments;  and 

produce  a  reasonable  cost-to-benefits  ratio  as  compared  to  oilier  available 
alternatives. 


It  is  not  likely  that  all  federal  minority  business  programs  will  score  high  in  all  seven  of  these 
measurement  areas.  However,  the  Pilot  MEGA  Center  initiative  undertaken  by  the  Minority 
Business  Development  Agency  is  a  step  in  this  direction. 

I  must  applaud  MBDA  for  having  the  insight  to  develop  the  MEGA  Center  program.  This 
concept  not  only  fills  a  critical  void  in  the  area  of  federal  initiatives  for  emerging  MBEs,  but 
also  addresses  the  major  issues  that  determine  the  success  or  failure  of  any  business,  especially 
those  owned  by  minority  entrepreneurs. 

I  view  this  initiative  as  the  first  of  a  series  of  steps  that  will  lead  to  true  economic  empowerment 
in  the  minority  communities.  In  the  past,  minority  business  initiatives  either  lacked  direction, 
were  under  funded  or  were  targeted  at  smaller,  start-up  type  businesses.  In  contrast,  we 
envision  the  Chicago  MEGA  Center  serving  as  the  focal  point  for  current  and  future  minority 
business  development  activity.  The  Center  will  develop  the  strategic  blueprint  which  will 
position  emerging  minority  businesses  as  a  key  national  resource.  This  blueprint  will  empower 
minority  businesses  to  contribute  to  our  nation's  economic  expansion  in  the  following  ways: 

•  The  International  Trade  component  will  enable  MBEs  to  play  a  pivotal  role  in 
restoring  America  as  the  world's  leading  exporter  of  goods  and  services; 

•  The  Construction  Assistance  and  Bonding  component  will  expand  the  pool  of 
MBEs  that  provide  cost  effective,  high  quality  construction  services  as  America 
rebuilds  its  infrastructure  and  responds  to  the  shortage  of  new  and  renovated 
housing  units; 

•  The  Integrated  Information  Systems  component  will  enable  MBEs  to  harness 
information  systems  technology  in  an  atmosphere  of  Total  Quality  Management 
and  reclaim  America's  leadership  in  productivity,  quality  and  ingenuity; 

•  The  Franchise  component  will  expand  the  economic  base  of  minority  communities 
through  the  ownership  of  franchises  as  well  as  assisting  MBEs  in  becoming 
franchisors  of  their  successful  business; 

•  The  Capital  Development  component  will  unlock  the  key  to  capital.  The 
challenge  is  not  merely  to  provide  a  list  of  capital  sources,  but  to  empower 
minority  entrepreneurs  by  transforming  them  from  craftsmen  into  managers,  and 
ultimately,  into  capitalists  -  entrepreneurs  who  can  effectively  compete  in  capital 
markets  for  limited  resources. 
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•  The  Center's  Youth  Entrepreneurship  initiative  will  plant  the  seeds  for  the  next 
generation  of  minority  business  ownership  through  an  active  partnership  with 
youth  organizations,  the  MEGA  Center,  and  the  minority  community  in  general. 

•  The  information  clearinghouse  activities  will  expand  the  knowledge  of  the  MBE 
community  in  the  areas  of  state,  local  and  federal  entrepreneur  programs. 

•  The  Client  Marketing  activities  will  provide  a  framework  for  discussing  and 
expanding  the  public/private  partnership,  preparing  MBEs  for  contracting 
opportunities  with  Fortune  500  Corporations,  matching  corporations  with  capable 
MBEs  and  serving  as  a  clearinghouse  of  information  for  interested  parties. 

•  The  Outreach  activities  will  analyze  the  climate  for  MBE  development  within 
each  of  the  ten  states  serviced  by  the  Center  and  participate  in  the  development 
of  a  customized  state  wide  strategy  for  MBE  expansion. 

It  is  however  with  great  disappointment  that  I  was  recently  informed  that  the  MEGA  Center 
budget  for  our  renewal  period  (October  1,  1993  -  September  30,  1994)  is  being  reduced  by 
$800,000.00. 

This  drastic  reduction  will  result  in  elimination  of  our  South  side  and  West  side  satellite  offices; 
reduction  in  the  services  available  through  our  Franchise  and  International  Trade  functional 
components;  and  a  streamlining  of  our  effective  public/private  partnership  activities. 

The  Pilot  MEGA  Center  program  is  the  only  federal  program  addressing  the  needs  of  the 
minority  business  entrepreneur  which  is  market-driven,  customer-focused  and  ensures  total 
quality  management.   It  truly  is  "state  of  the  art!" 

I  therefore,  respectfully  request  legislative  action  to  increase  funding  for  the  Minority  Business 
Development  Agency,  and  in  particular  funding  for  the  Pilot  MEGA  Center  program  so  that 
minority  enterprises  can  utilize  this  state  of  tiie  art  program  as  a  catalyst  for  competitiveness  into 
the  21st  century. 

Thank  you  for  the  opportunity  to  share  with  you  my  views  and  recominendations  for  enhancing 
the  efficacy  of  minority  business  programs. 


161 

Mr.  Spratt.  Thank  you  very  much  for  your  testimony.  Could  we 
identify  for  the  record  the  gentleman  who  is  accompanying  you 
from  Burgos? 

Mr.  LaPerriere.  My  name  is  Brian  LaPerriere  and  I  am  the  vice 
president  of  the  MEGA  Center. 

Mr.  Spratt.  Would  you  spell  your  last  name? 

Mr.  LaPerriere.  Sure,  it  is  L-a-P-e-r-r-i-e-r-e. 

Mr.  Spratt.  Thank  you  very  much.  I  am  glad  I  asked  that  ques- 
tion. [Laughter.] 

1  think  we  might  just  take  a  short  break  if  the  stenographer 
would  like  a  chance  to  catch  her  breath.  We  have  been  going — ^you 
are  OK?  Fine. 

Thank  you,  panel  members,  for  your  testimony.  Let  me  turn  first 
to  Congressman  Rush,  and  let  him  lead  off  with  the  Questions. 

Mr.  Rush.  Thanks  again,  Mr.  Chairman.  Again,  it  has  been  some 
veiy  insightful  testimony  by  this  distinguished  panel,  and  I  am 
going  to  ask  Mr.  Moore,  first  of  all,  you  indicated  at  the  very  be^n- 
ning  of  your  testimony  that  you  had  some  additional  information 
or  some  comments  that  you  would  like  to  share  regarding  HUD. 
The  chairman  asked  this  question  earlier  and  I  want  to  piggyback 
on  this  question.  Can  you  let  us  in  on  your  comments  that  you 
have? 

Mr.  Moore.  OK  Background:  We  have  a  contract,  a  national 
contract,  with  HUD  out  of  Washington  to  assist  in  increasing  the 
utilization  of  minority  and  women  contracting  within  the  CDBG 
funded  communities.  One  of  the  issues  that  HUD  has  identified  is 
that  many  of  Lheir  dollars — ^they  do  not  directly  contract — flows 
through  the  communities  and  the  communities  then  do  the  con- 
tracting. And  part  of  our  contract  is  to  look  at  some  of  the  issues: 
Why  are  they  communities  and  once  they  get  these  dollars,  they  do 
a  poor  job.  For  example,  there  is  a  suburb  of  Chicago  which  I  will 
not  name,  that  receives  over  $1  million  in  funding  that  has  abso- 
lutely no  dollars,  no  women  contracting,  no  minority  contracting, 
but  yet  over  $1  million  in  funding. 

We  are  iust  getting  started  on  this  contract,  but  one  of  the  issues 
becomes  that  HUD  has  received  criticism  for  those  dollars.  When 

f^ou  look  at  the  overall  percentages,  they  get  impacted  by  those  dol- 
ars  not  being  utilized  by  minority  contracting  and  many  times  it 
is  out  of  their  purview  as  far  as  decisionmaking.  We  are  looking  at 
a  variety  of  avenues,  one  being  just  the  education  of  the  city  gov- 
ernment. Again,  this  community,  which  is  on  the  outskirts  of  Chi- 
cago, do  not  have  the  infrastructure  that  we  have  in  the  city  of  Chi- 
cago as  far  as  an  MBE  unit,  a  certification  unit.  They  do  not  under- 
stand the  issues.  They  need  to  be  brought  into  the  process.  They 
do  not  understand  even  that  HUD  is  concerned  in  many  cases 
about  some  of  these  issues.  As  we  make  progress  on  this  contract, 
we  certainly  will  be  prepared  to  brief  you  and  your  staff  and  the 
subcommittee  at  a  fixture  time  as  to  some  of  the  initiatives. 

One  of  the  main  emphases  that  we  are  looking  at  too  is  that 
there  are  very  successful  models  throughout  the  countiy  that  we 
want  to  replicate.  Let  us  produce  that  model — like  in  Milwaukee, 
there  is  a  joint  certification  in  the  city  of  Milwaukee  that  can  be 
replicated  in  other  areas.  In  Tampa,  FL,  there  is  a  housing  pro- 
gram that  is  one  of  the  best  in  the  State  as  it  relates  to  utilization 
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of  minority  and  women  contractors.  In  those  kinds  of  activities  we 
need  to  plan  to  develop  a  model  which  then  would  be  available  to 
other  communities.  But  again,  it  is  an  issue  where  in  too  many 
cases  things  are  working  in  one  place,  but  in  other  areas  of  the 
country,  nobody  knows  anything  about  it.  So  again,  our  company 
is  excited  about  the  opportunity  to  hopefully  have  some  impact  on 
this  issue. 

Mr.  Rush.  Are  there  any  other  concerns  regarding  HUD's  experi- 
ences with  minority  contractors?  The  chairman  had  indicated 
that — ^Mr.  Chairman,  I  think  this  was  your  comment  earlier — that 
HUD  had  somewhat  of  a  different  type  of  record,  a  lesser  record, 
more  of  a  negative  record  than  other  departments. 

Mr.  Spratt.  Well,  this  is  anecdotal  information.  We  simply  put 
it  out.  We  picked  it  up  in  preparation  for  this  hearing,  and  I  was 
just  interested  to  see  now  it  bounced  back  when  we  tried  it  on  dif- 
ferent witnesses  who  came  here.  Is  it  true  from  your  experience 
that  HUD  does  less  well  or  better  than  other  Government  agencies 
when  it  comes  to  letting  out  MBE-type  business? 

Mr.  Moore.  I  think  what  you  have  with  HUD  is  like  with  almost 
any  other  agency,  there  are  pockets  of  HUD  that  have  some  prob- 
lems and  there  are  pockets  that  are  doing  extremely  well.  If  you 
look  at  Chicago  as  a  region,  again,  the  absence  of  a  regional  admin- 
istrator does  not  help.  I  mean  we  need  to  assign  some  of  these  posi- 
tions. When  you  come  to  the  city  of  Chicago,  Ms.  Lane,  who  is  im- 
plementing some  of  the  HUD  programs,  has  done  an  excellent  job, 
probably  one  of  the  best  in  the  country.  But  when  you  go  into  other 
pockets  of  HUD  where  enforcement  has  not  been  that  strong,  you 
certainly  will  have  problems.  So  I  think  it  would  be  a  spotty  record, 
but  you  will  find  pockets  of  excellent  activity.  And  I  think  you  will 
also  find  within  the  technical  assistance  area  of  HUD  that  there 
are  mcuiy  initiatives  that  have  been  put  in  place  to  address  this 
issue  but  it  is  somewhat  disjointed.  I  think  the  new  administration 
offers  new  hope  because  you  have  20-year  bureaucrats  who  are  just 
career  employees.  They  go  with  the  flow  and  if  they  get  a  signal 
from  the  Reagan  administration  or  the  Bush  administration  that 
this  is  not  a  significant  issue,  there  is  no  incentive  for  them  to  take 
risks.  There  is  no  incentive  to  go  against  status  quo.  I  think  the 
message  that  the  Clinton  administration  has  sent  just  by  the  ap- 
pointments, let  alone  the  other  commitments  that  have  been  made, 
certainly  will  shake  up  some — will  cause  some  movement  in  this 
area.  And  I  think  that  is  where  we  are  going  to  see  across-the- 
board  changes  in  attitude,  which  I  think  is  the  underlying  problem 
within  HUD. 

Ms.  Ratner.  I  was  just  looking  at  some  statistics  from  GSA  on 
8(a)  contracts  in  construction,  and  they  are  pretty  dismal.  I  assume 
that  much  of  that  is  HUD  contracts.  In  1991,  eight  8(a)  contracts — 
I  am  speaking  of  course  now  about  minority  business  owners  be- 
cause tnat  is  who  8(a)  contractors  are — were  in  construction.  There 
were  eight  contracts  for  $51,000  in  this  region  and  in  1993  there 
were  11  construction  contracts,  dollar  value  was  $68,000.  I  mean, 
we  are  talking  about 

Mr.  Moore.  That  is  GSA. 

Ms.  Ratmer.  Yes,  that  is  under  GSA,  I  am  sorry,  not  under 
HUD.  But  I  was  just  thinking,  in  construction  that  is  pretty  dis- 
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mal,  especially  when  we  have  a  very  strong,  very  active  construc- 
tion community  with  the  capacity  to  do  a  hell  of  a  lot  better  than 
that. 

Mr.  Rush.  Ms.  Ratner,  while  you  have  the  microphone,  in  your 
testimony,  you  indicated  that  you  would  hke  to  see  the  Department 
of  Transportation  break  out  the  DBE  program  and  minority  pro- 
gram. 

Ms.  Ratner.  Yes. 

Mr.  Rush.  Can  you  elaborate,  you  indicate  7  and  7? 

Ms.  Ratner.  Yes.  We  would  like  to  get  as  much  as  v/e  can  get, 
but  we  selected  7-percent  minority,  7-percent  women  business  en- 
terprises in  all  Transportation  contracts,  but  with  the  provision 
that  there  be — bright  now  the  Surface  Transportation  Act  allows  one 
subcontractor  on  a  major  project.  If  you  have  a  $700  million  project 
and  you  have  one  subcontractor  who  is  a  DBE  for  10  percent  of 
that  because  they  never  go  beyond  10  percent,  you  are  talking 
about  a  capacity  that  most  women  and  minority  contractors  do  not 
have.  They  do  not  have  the  performance  bonding  capacity,  they  do 
not  have  the  surety  bonding  capacity,  and  they  do  not  have  the  ca- 
pacity to  handle  a  project  that  large.  I  would  like  to  see  the  amend- 
ment changed  or  revert  back  to  goals  for  minority  and  for  women, 
that  there  be  a  review  of  the  entire  breakout  provisions  and  that 
that  usage  of  one  subcontractor  be  eliminated.  And  I  say  7  percent/ 
7  percent. 

Mr.  Moore.  Hedy  mentioned  we  agree  on  a  lot  of  things,  but  we 
do  not  agree  on  this  one  as  far  as  the  numbers.  Again,  I  respect 
the  need  for  women  business  development  and  certainly  Hedy  has 
led  the  charge  throughout  the  country,  but  I  think  to  even  suggest 
that  there  will  be  equal  percentages  would  not  give  fair  balance  to 
the  issue.  And  I  am  into  the  history  and  I  think  a  lot  of  histoiy 
has  already  been  presented,  so  I  am  not  going  to  go  back  through 
it,  but  this  whole  issue  of  minority — it  was  in  response  to  the  riots, 
black  capitalism.  President  Nixon  brought  this  to  the  table  and  ini- 
tially it  was  a  black  program.  And  then  they  said  well  we  had  bet- 
ter say  minority  because  the  Hispanic  issue  is  certainly  real  and 
certainly  there  are  some  important  issues  and  then  we  expanded 
to  the  Asian  program.  But  what  has  happened,  the  dilution  of  the 
minority  category,  those  MBE's  or  those  businesses  that  were  ini- 
tially intended  to  be  benefited,  which  were  the  black,  the  African 
American  business  owners,  are  now  in  a  shrinking  role  in  most  of 
the  programs  throughout  the  Federal  system.  And  I  think  until  we 
address  that,  you  are  going  to  have  a  potential  powder  keg  within 
communities  because  we  are  now  getting  beyond  the  initial  issue 
we  were  attempting  to  address,  which  is  economic  deprivation 
within  the  black  community. 

So,  whatever  we  do  as  far  as  separate  goals,  I  think  we  have  to 
always  keep  in  focus,  keep  in  perspective  that  it  is  the  black  com- 
munity that  was  initially  suffering  when  these  issues  were  put  on 
the  table.  We  do  not  want  to  make  this  a  social  program,  but  we 
need  to  keep  in  mind  that  there  are  some  social  issues  that  drive 
all  these  programs.  And  I  would  argue  that  the  issues,  the  eco- 
nomic desperation  issues  within  the  women  business  community  is 
not  equal  to  that  in  the  black  business  community. 
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Mr.  Rush,  From  department  to  department,  there  seems  to  be  an 
uneven  implementation  and  enforcement  of  the  regulations  that 
would  lend  itself  to  opportunities  for  minorities  and  women.  Would 
you  be  in  favor  of  a  centralized  procurement  entity  within  the  Fed- 
eral Government  that  would  have  as  a  key  component  minority 
DBE  capacity? 

Mr.  Moore.  I  think  what  happens — there  has  to  be  some  cen- 
tralization of  the  operations.  I  think  what  happens,  the  monitoring, 
setting  the  standards,  certification,  acting — ^the  data  base  I  think 
was  mentioned  earlier,  the  129,  there  are  a  whole  lot  of  issues. 
Every  agency  has  their  own  program  and  it  creates — for  the  aver- 
age entrepreneur,  he  is  working  or  she  is  working  60  to  80  hours 
a  week  and  then — ^that  is  just  to  try  to  break  even.  You  know,  your 
family  does  not  see  you,  your  employees  think  you  are  rich.  I  mean 
you  are  fighting  a  lot  of  problems  out  here.  And  then  you  have  40 
agencies  who  want  different  forms  and  different  people  you  have  to 
see — it  is  almost  impossible. 

So  the  smaller  entrepreneur,  he  sees  so  much  or  she  sees  so 
much  red  tape,  she  leaves  the  system  alone.  And  even  getting  cer- 
tified 8(a)  is  such  a  problem.  So  if  there  was  one  area  that  would 
monitor  the  programs,  if  you  could  plug  into  one  place  and  then 
have  access  to  the  total  system,  I  certainly  would  agree  with  that. 
I  think  in  too  many  cases,  you  still  need  direct  access — ^like  DOD 
is  going  to  be  different  than  DOE  and  you  need  to  be  able  to  nego- 
tiate those  differences  and  learn  those  differences.  But  without 
having  to  get  over  the  hurdle  of  certification  and  all  the  other  is- 
sues, I  think  there  should  be  a  centralized  place  for  that.  And  also 
on  the  government  side,  there  should  be  one  master  strategy  as  it 
relates  to  what  are  the  MBE  goals  by  Asians,  Hispanics,  blacks, 
women.  Let  us  get  all  that  out  of  the  way  in  one  place  so  we  can 
take  the  time  of  the  agency,  the  buyers  and  the  contracting  officers 
to  deal  with  the  issues  of  how  do  we  increase  the  utilization  of 
these  companies,  not  if  you  are  certified,  do  you  have  the  right  SIC 
code,  and  all  the  other  issues. 

SBA  has  been  a  good  client  of  ours,  so  I  am  going  to  defend  them 
and  not  just  because  they  have  been  a  good  client,  out  I  think  SBA 
has  been  criticized  unjustly.  They  have  never  been  staffed  properly 
to  do  the  job.  In  Chicago,  we  have  two  business  opportunity  special- 
ists [BOS's] — I  think  we  have  one  business  opportxmity  specialist, 
a  business  opportunity  assistant,  and  a  contracting  officer  to  serv- 
ice 120  8(a)  firms.  It  is  impossible.  You  are  lucky  to  get — the  only 
letter  I  get  from  my  BOS  now  is  did  you  send  in  your  annual  re- 
port, and  that  is  on  a  fifth  generation  copy  that  is  sideways  on  the 
gaper,  you  know.  I  am  saying  that  we  have  to  give  SBA — I  think 
BA  can  do  a  lot  more  for  the  8(a)  program  if  they  are  adequately 
staffed. 

I  have  been  in  the  headquarters  of  SBA  on  L  Street,  where  a 
phone  would  ring  for  30  rings  and  the  person  sitting  there  did  not 
have  time  to  answer  it,  like  hey,  I  am  doing  this,  I  am  doing — I 
mean,  it  is  a  mad  house  in  SBA,  they  do  not  even  have  secretaries. 

So  I  think  if  we  gave  SBA  more  staffing  and  elevated — and  I 
think  it  is  also  critical  to  elevate  their  role  in  the  agency.  Right 
now  they  have  the  same  position  they  had  in  1968  when  they  were 
brought  in  as  a  response  to  the  riots.  And  I  contend  that  until  you 
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move  them  up  to  an  Assistant  Deputy  Administrator  level,  where 
Duke  Watts  can  report  to  the  Administrator  instead  of  going 
through  another  layer  of  bureaucracy  just  to  hold  a  conversation — 
if  we  can  do  that,  I  think  we  can  eliminate  some  of  the  procure- 
ment issues  because  right  now,  SBA  cannot  do  for  the  8(a)  compa- 
nies what  they  need  to  do  because  they  do  not  have  the  staff  or  5ie 
power. 

But  I  think  trying  to  bring  one  central  procurement  agency  to 
the  table  might  be  difficult  because  you  really  are  going  to  create 
another  level  of  bureaucracy  that  I  think  could  create  some  prob- 
lems. 

Mr.  Rush.  Ms.  Ratner,  you  indicated  in  your  testimony — ^you  al- 
luded to  capital 

Ms.  Ratner.  Access  to  capital. 

Mr.  Rush  [continuing].  Development,  access  to  capital.  Can  you 
address  the  matter  that  in  some  quarters  is  being  proposed  regard- 
ing the  extension  of  the  CRA  requirements  to  cover  commercial 
loans? 

Ms.  Ratner.  Yes.  I  am  kind  of  torn  on  that  issue.  I  am  actually 
more  excited  about  some  of  the  changes  that  were  made  in  review- 
ing policies  and  providing  the  20-percent  set-aside  of  the  loan  port- 
folios for  small  and  emerging  businesses  rather  than  adding  an- 
other layer  of  regulation  onto  the  banks  on  CRA.  I  think  that  with 
the  implementation  over  the  last  few  years  where  the  regulators 
have  now  made  CRA  investment  a  serious  issue  in  their  reviews, 
I  think  that  is  a  crucial  issue.  I  would  like  to  see  commercial  lend- 
ing as  part  of  CRA,  but  not  if  it  adds  another  layer  of  imdue  bur- 
den and  regulation.  I  am  kind  of  torn  on  it.  I  think  I  supported 
some  legislation  in  the  State  on  it  and  I  still  was  not  sure  I  really 
wanted  to  do  it.  I  think  with  CRA  there  have  been  major  changes. 
With  the  issue  of  the  20-percent  set-aside  in  the  loan  portfolios,  I 
think  there  also  will  be  increased  access. 

Mr.  Rush.  Ms.  Davenport,  the  MEGA  Center  is  an  overwhelming 
success  in  this  region  in  Chicago.  I  know  that  it  has  definitely 
made  a  difference  in  terms  of  minority  entrepreneurs  and  business 
owners.  I  have  some  information,  I  am  not  sure  how  accurate  it  is, 
and  I  would  like  you  to  talk  about  this  if  you  can.  I  understand 
that  the  MEGA  Center's  budget  was  cut  so  that  there  could  be  an- 
other MEGA  Center  established  somewhere  in  Los  Angeles,  is  that 
correct? 

Ms.  Davenport.  That  is  correct,  by  $800,000. 

Mr.  Rush.  OK,  and  can  you  say  categorically  that  the  reason  for 
the  cut  is  to  open  up  the  Los  Angeles  center? 

Ms.  Davenport.  I  am  going  to  ask  Mr.  LaPerriere  to  respond  to 
that. 

Mr.  Rush.  Thank  you. 

Mr.  LaPerriere.  I  cannot  say  that  categorically.  We  are  aware 
of  the  fact  that  we  were  informed  that  there  was  about  $5  million 
in  next  year's  budget  for  MEGA  Center  operations  and  that  a  new 
center  would  be  opened  in  the  Los  Angeles  area.  We  received  a  re- 
newal packet  last  week  that  indicated  that  there  would  be  about 
an  $800,000  cut,  which  represents  about  a  third  of  our  budget.  We 
understand  that  there  is  about  $3  million  in  the  program  of  the 
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five,  to  go  to  the  Los  Angeles  area,  but  that  is  just  information  that 
we  have  received. 

Mr.  Rush.  $3  of  the  $5  million  is  to  go  to  the  Los  Angeles  area? 

Mr.  LaPerriere.  Right. 

Ms.  Davenport.  And  this  is  very  important  to  us,  because  when 
you  look  at  organizations  like  the  SBA  and  you  take  into  consider- 
ation comments  that  were  made  earlier  about  the  organization 
being  a  very  good  organization,  but  one  of  the  main  problems  is 
they  have  never  been  properly  staffed.  Here  you  have  a  workable 
solution  that  the  Department  of  Commerce  through  MBDA  has 
come  up  with,  and  the  concern  is  not  to  join  the  ranks  of,  if  you 
will,  another  glorified  program.  It  is  a  workable  solution  that  we 
would  like  to  see  work  as  well  as  I  am  sure  everybody  else  that 
is  affiliated  with  it. 

Mr.  LaPerriere.  MBDA  has  been  doing  an  excellent  job  for  the 
past  20  years  and  a  couple  of  years  back  said  if  we  are  going  to 
develop  a  bigger  service,  a  better  service,  a  more  sophisticated  serv- 
ice, what  might  we  do?  They  came  up  with  the  idea  of  a  MEGA 
Center  that  said  a  typical  client  of  a  minority  business  develop- 
ment center  today  is  someone  who  is  coming  in  for  assistance  with 
a  $50,000  loan  or  a  $100,000  loan  where  they  might  buy  a  new 
piece  of  equipment  or  machinery  and  increase  tneir  employment  by 
one  or  two  people.  Maybe  we  can  do  something  to  assist  them  in 
bu3dng  a  company  and  increase  employment  by  30  people,  get  ac- 
cess to  the  bigger  deals,  the  more  sophisticated  deals.  The  delivery 
mechanism  that  they  came  up  with  to  do  that  was  the  MEGA  Cen- 
ter and  said  if  we  could  offer  more  sophisticated  talent  and  more 
help  and  more  resources,  we  could  do  bigger  deals  for  these  firms. 
By  taking  the  MEGA  Center,  which  is  still  in  the  9th  month  of  its 
pilot  year,  and  pulling  back  the  funding  and  saying  we  have  got  the 
idea  now  on  the  table  but  we  are  going  to  take  away  the  funding 
and  so  all  you  are  going  to  be  left  with  is  a  shell. 

There  are  currently  about  105  minority  business  development 
centers  in  the  United  States  and  they  are  the  primary  vehicle  for 
the  services— delivery  of  services  to  MBE's  and  DBE  in  the  United 
States.  Our  office  at  the  MEGA  Center  is  to  support  those  MBDC's 
within  the  10-State  region  of  the  Chicago  regional  office. 

With  the  funding  cutback  that  we  are  looking  at  of  a  third  of  our 
budget,  we  are  really  a  very  good  looking  minority  business  devel- 
opment center  that  is  not  going  to  be  properly  equipped  to  handle 
the  kinds  of  things  that  I  think  were  originally  envisioned.  The 
pullback  that  we  will  have  initially  will  be  in  the  international 
trade  arena,  in  the  franchise  development  arena,  and  then  a  with- 
drawal of  some  of  the  support  that  has  been  given  for  capital  devel- 
opment and  the  bonding  and  construction  piece  and  the  integrated 
information  systems  piece. 

Of  the  two  panels  that  you  have  heard  from  so  far,  you  spoke 
with  Mr.  Williams  of  the  Target  Group,  who  is  a  consortium  mem- 
ber; Mr.  Leite,  who  sits  on  the  Surety  Committee  which  was  cre- 
ated out  of  the  MEGA  Center;  Mr.  Moore,  who  is  actively  involved 
in  the  MEGA  Center;  and  you  cited  the  Chicago  Regional  Purchas- 
ing Council,  which  is  also  a  member  of  the  consortium.  You  are 
hearing  from  the  people  who  have  their  finger  on  the  pulse  of  what 
is  going  on  in  minority  business.  And  what  we  are  nearing  back 
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with  the  withdrawal  of  $800,000  or  a  third  of  our  support,  is  a  dis- 
concerting message. 

Ms.  Davenport.  I  just  wanted  to  add  that  this  cut  will  abso- 
lutely handicap  our  ability  to  service  the  10-State  region  in  the  way 
and  manner  that  we  are  doing  so  now. 

Mr.  Moore.  My  partners  are  doing  an  excellent  job  of  pleading 
the  case  of  the  MEGA  Center,  so  I  will  not  do  that  any  more,  but 
I  want  to  talk  about  a  more  general  piece  that  the  MEGA  Center 
addresses.  You  see,  what  has  happened,  when  all  these  programs 
came  into  being  in  1968,  we  had  one — outside  of  John  Johnson  at 
Ebony  magazine  and  a  few  people  who  you  could  almost  coimt  on 
one  hand.  Most  minority  businesses  were  your  small  businesses. 
And  what  you  basically  had  in  1968  was  an  explosion  of  $75,000 
SBA-guaranteed  loans  for  retail  shops,  which  90  percent  went  out 
of  business,  but  people  just  basically  throwing  money  at  an  issue. 
You  had  one  category,  small  black  businesses.  Twenty-five  years 
later,  we  have  a  very  diverse  minority  business  community  that  re- 
quires a  very  diverse  set  of  services.  But  the  mantigement  and 
technical  assistance  strategy  has  been  the  same  for  the  past  25 
years. 

So  the  MEGA  Center  offers  that  tier — and  in  my  recommenda- 
tions in  more  detail,  I  talk  about  three  tiers  of  MBE's  where  you 
have  the  large  tier:  Tier  one,  which  has  revenues  over  $1  million; 
tier  two  which  is  maybe  $250  to  $1  million;  and  tier  three  which 
is  less  than  $250,000  in  revenue.  They  need  a  very  different  type 
of  technical  assistance,  not  iust  the  same  kind  of  assistance. 

Now  what  you  have  with  your  SBDC's  in  most  cases,  they  are 
set  up  to  service  your  smaller  firms.  In  manv  cases  they  do  work- 
shops on  how  to  get  a  business  license  and  how  to  set  up  your 
home-based  computer.  That  is  fine  for  the  growing  companies,  and 
unfortunately  90  percent  of  MBE's  are  in  that  tier  three,  that 
smaller  level.  But  if  we  are  going  to  ever  plug  into  the  system,  we 
have  to  take  our  MBE's  from  tier  three  to  tier  one. 

Tier  two  are  your  medium-sized  firms,  they  have  a  different 
need,  and  many  of  the  7(j)  contractors  will  address  that.  Some  of 
the  basic  services  within  the  MEGA  Center  address  that  level,  but 
it  is  still  not  enough  assistance  in  that  tier  two  level  for  MBE's. 

And  in  your  tier  one,  your  larger  MBE's,  where  we  see  most  of 
your  8(a)  firms,  they  look  to  7(j),  which  in  most  cases  have  less 
than  150  task  days,  which  is  not  enough,  and  then  they  look  to 
services  like  the  MEGA  Center.  And  unfortunately  between  the 
two,  the  resource  is  so  scarce  that  very  few  of  your  larger  firms  can 
get  technical  assistance.  So  then  you  are  plagued  with  the  prob- 
lems that  the  bonding  individual  spoke  of  earlier  about  not  being 
prepared  for  bonding  because  they  do  not  have  the  adequate  finan- 
cial management  or  do  not  have  the  adequate  cash-flow  statements 
and  all  the  other  things  you  need  to  gi  ow  a  business.  So,  although 
they  might  be  very  large  in  the  minority  business  community,  they 
still  are  not  prepared  to  compete  in  the  majority  or  the  nonminority 
community.  So  what  happens,  that  is  why  you  have — there  was  a 
study  5  years  ago  where  40  percent  of  the  8(a)  firms  go  out  of  busi- 
ness within  2  years  of  graduating  from  the  program  oecause  there 
is  no  lifeline  that  takes  a  small  firm  fi-om  being  a  big  minority  firm 
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to  being  a  small  non  8(a) — ^you  know,  just  a  small  firm  in  the  big 
pond. 

So  somewhere,  we  have  to  address  the  issue.  And  again,  cutting 
back  on  the  MEGA  Center  is  not  the  way  to  do  it.  As  a  matter  of 
fact,  I  think  there  is  a  need  to — I  know  dollars  are  scarce,  but  we 
have  to  look  at  more  technical  assistance.  Section  7(j)  is  an  excel- 
lent vehicle  but  probably  could  be  tripled  or  quadrupled  to  even  ad- 
dress the  issue. 

In  Illinois,  we  have  120  8(a)  firms,  and  they  are  dividing  160 
task  days.  That  does  not  do  the  job. 

Mr.  Spratt.  160  what? 

Mr.  Moore.  Task  days  fi'om  the  7(j)  program.  And  the  average 
engagement  is  about  10  task  days.  So  we  cam  help— and  we  are  the 
7(j)  contractor  here,  we  can  work  with  maybe  10  firms,  10  out  of 
the  120.  And  the  other  110  are  on  their  own  or  they  go  to  the 
MEGA  Center,  which  again,  they  are  getting  cut.  So  it  is  really  not 
a  lot  of  assistance  out  there  once  we  get  beyond  the  basic  services. 

Mr.  Rush.  Ms.  Davenport — ^Mr.  Chairman,  this  is  the  last  ques- 
tion I  have. 

Mr.  Spratt.  You  go  right  ahead,  take  all  the  time  you  need. 

Mr.  Rush.  Ms.  Davenport,  vou  indicated  earlier  that  you  were  in- 
volved in  international  trade — you  have  an  international  trade 
component  for  the  MEGA  Center. 

Ms.  Davenport.  Yes. 

Mr.  Rush.  Can  you  give  us  an  overview  of  that?  I  am  particularly 
interested  in  securing  opportunities  in  the  international  area  for 
minority  business  and  I  would  just  like  to  get  an  overview  from 
you. 

Ms.  Davenport.  The  international  trade  component  of  the 
MEGA  Center  is  spearheaded  by  the  Chicago  International  Devel- 
opment Corp.  We  are  actually  equipped  to  go  into  a  foreign  market 
for  a  client.  We  will  conduct  a  feasibility  study,  we  will  actually 
identify  companies  within  that  foreign  market  that  will  be  inter- 
ested in  your  product  or  service  that  you  want  to  sell  in  that  mar- 
ket. We  will  actually  put  the  meetings  together  for  you.  we  will  sit 
down  at  the  round  table  with  you  before  you  go  into  that  market. 
We  will  prepare  the  business  plcji  that  you  need.  We  will  do  your 
financial  preparedness  study,  to  find  out  whether  or  not  you  are  ac- 
tually capable  financially  to  go  into  that  market.  And  once  it  is  all 
over,  we  will  give  you  a  complete  report  of  the  demographic  study 
within  that  area. 

Do  you  want  to  add  something? 

Mr.  LaPerriere.  That  pretty  well  covers  the  services  that  we 
offer.  In  the  pilot  year  program  of  this  project,  we  are  trying  to 
take  a  look  at  what  we  can  do  with  this  international  trade  piece. 
When  we  originally  started  out,  we  had  about  1,400  M&TA  hours 
that  we  were  going  to  devote  to  this  category.  What  we  are  finding 
is  that  what  we  had  envisioned  is  a  little  different  than  the  way 
it  is  turning  out.  A  lot  of  the  people  who  export  to  a  foreign  country 
and  do  it  successfully  do  it  one  of  two  ways.  They  can  manufacture 
the  product  where  their  product  is  unique  from  somebody  else's 
and  so  that  they  have  something  that  they  are  bringing  to  the 
table,  or  that  they  can  compete  on  terms  of  price.  In  the  minority 
business  community,  manufacturing  is  not  as  prevalent  as  it  is  in 
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the  nonminority  business  community,  primarily  because  of  the  cap- 
ital that  is  required  to  get  involved  in  the  business.  So  we  are  find- 
ing that  there  are  not  that  many  firms  out  there  in  that  mode. 

On  the  other  mode,  those  that  are  in  the  nonmanufacturing  side, 
we  are  finding  firms  that  cannot — ^it  is  competing  on  price  alone 
with  these  foreign  markets.  And  a  lot  of  minority  firms  are  incapa- 
ble of  competing  on  price  compared  to  being  in  competition  with 
the  nonminority  firm  because  they  pay  a  higher  rate  of  interest, 
they  have  to  carry  a  lower  inventory,  their  access  to  capital  is  not 
as  great,  and  their  costs  are  generally  higher. 

So  what  we  are  moving  to  now  is  a  two-tier  approach  where  we 
are  focusing  on  a  fewer  number  of  manufacturing  concerns,  to  as- 
sist them  in  developing  in  the  export  business,  and  then  working 
on  the  training  and  seminar  side  so  we  can  take  fi^ee  export  firms 
that  are  in  existence  today  and  assist  them  in  telling  them  what 
it  is  they  are  going  to  have  to  do  to  become  export  rea^. 

Mr.  Rush.  What  type  of  success  have  you  had  so  far?  Have  you 
actually  had  firms  and  do  you  have  firms  now  who  are  actively 
doing  business  in  other  coim tries? 

Mr.  LaPerreere.  The  extent  of  our  success  so  far  has  been  in 
feasibility  studies.  These  studies  take  awhile  to  get  done.  We  have 
about  four  firms  for  which  we  have  done  feasibility  studies  and  two 
of  the  four  seem  to  hold  some  promise  for  doing  some  business. 

In  conjunction  with  the  Chicago  International  Development 
Corp.,  there  has  been  a  trade  mission  to  South  Afiica.  There  is  an- 
other trade  mission  that  is  getting  started.  The  trade  mission  to 
South  Africa  was  not  exactly  sponsored  by  the  MEGA  Center,  but 
in  conjunction  with  some  of  the  people  we  have  going  or  working 
at  the  MEGA  Center.  We  are  also  working  on  a  second  one,  prob- 
ably to  Mexico  later  in  the  year.  Originally  our  budget  envisioned 
that  we  would  do  two  trade  missions.  With  the  cutback  that  we  are 
looking  at,  the  biggest  hit  is  going  to  be  on  the  international  trade 
side. 

Ms.  Davenport.  Yes,  I  was  about  to  say,  when  we  talk  about 
education  also  for  MBE's,  international  trade  is  an  area  that  is 
very  fearful  for  many  MBE's,  it  is  not  an  area  that  we  are  trained 
in  when  we  are  going  through  our  grade  level,  high  school,  or  col- 
lege. Unless  it  is  something  you  specifically  are  interested  in,  it  is 
not  an  area  that  is  open  to  us.  That  is  part  of  the  purpose  of  the 
MEGA  Center,  we  can  educate  MBE's  on  the  opportunities  avail- 
able in  international  trade.  With  the  cutback,  it  is  null  and  void, 
it  is  not  going  to  be  possible  any  more.  There  are  not  very  many 
technical  assistance  services  out  there  with  the  exception  of  people 
like  Ralph  G.  Moore  &  Associates,  that  are  available  to  provide 
that  type  of  education  to  MBE's. 

Mr.  Moore.  Congressman,  I  know  that  international  is  some- 
thing you  have  done  a  lot  of  work  with  and  I  know  that  in  many 
cases  you  have  encouraged  people  to  take  trade  missions.  And  one 
of  the  things  that  we  are  prepared  to  do  at  the  MEGA  Center  is 
upon  return — and  I  think  this  is  where  the  critical  piece  has  to 
happen — once  you  go  and  look  at  that  market  and  you  know  where 
your  opportunity  is,  or  where  opportunities  might  be,  you  come 
back  to  the  MEGA  Center  and  instead  of  paying  $150  an  hour, 
which  is  the  going  rate  out  there  for  international  trade  consult- 
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ants,  according  to  your  level  of  revenue,  you  pay  either  $10  to 
$17.50  an  hour  to  explore  that  international  opportunity.  Because 
in  some  cases,  it  does  not  work  out,  or  many  times  it  might  take 
a  year  to  develop  that  relationship  and  certainly  the  MEGA  Cen- 
ter's rates  will  allow  you  to  finance  that  research  and  development 
and  market  development  at  a  rate  where  a  small  business  can  af- 
ford it,  versus  being  faced  with  a  $15,000  to  $20,000  fee  from  a  con- 
sultant where  vou  might  have  to  say  no,  I  just  cannot  do  it. 

So  again,  I  tnink  it  is  a  critical  opportunity. 

Mr.  Rush.  I  am  getting  ready  to  take  a  delegation  to  Taiwan, 
small  delegation  to  Taiwan,  business  people,  minority  business 
from  the  city,  the  middle  of  next  month.  And  I  am  reafly  wanting 
to  work  closely  with  you  to  trv  to  get  some  insight  in  torms  of  how 
we  could  work  together  to  make  this  successful. 

Ms.  Davenport.  Absolutely. 

Mr.  LaPerriere.  Before  and  after  that  trip,  the  MEGA  Center 
has  some  services  that  could  be  helpful. 

Mr.  Rush.  Thank  vou.  Thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you  very  much,  Congressman  Rush. 

Let  me  just  hit  a  few  highlights  with  you  and  get  your  reaction 
to  questions  we  have  asked  other  witnesses  as  well. 

As  we  look  down  the  sequence  of  seeking  out  and  placing  busi- 
ness opportunities  with  minority  business  and  women-owned  firms, 
first  of  all  is  the  identification  of  contract  opportunities.  Do  you  see 
that  as  a  major  problem  area  and  one  which  can  be  improved  upon, 
and  if  so,  how? 

Mr.  LaPerriere.  Well,  it  is  certainly  a  major  problem  and  one 
that  can  be  improved  upon. 

Mr.  Spratt.  Will  you  be  specific  as  to  agencies  as  you  take  it. 

Mr.  LaPerriere.  I  am  probably  not  the  right  person  to  speak 
about  agencies  but  if  I  can  speak  a  little  more  generally.  I  do  not 
believe  there  is  a  national  clearinghouse  for  information  on  pro- 
curement opportunities  govemmentwide  and  I  think  this  is  some- 
thing that  is  probably  a  good  idea,  something  that  should  be  looked 
at. 

If  we  just  talk  about  the  minority  economic  community,  within 
MBDA,  there  are  105  minority  business  development  centers,  each 
of  those  working  with  50,  75,  100,  200  clients.  It  seems  to  me  that 
if  information  could  be  made  available  at  a  national  level,  it  could 
be  disseminated  very  quickly  through  105  offices,  each  having  a  cli- 
ent base  that  is  very  large.  We,  like  many  of  the  people  that  you 
have  heard  from,  are  made  aware  of  contract  opportunities  at  the 
11th  hour.  We  frequently  get  things  where  it  is  too  late  to  do  any- 
thing with  them. 

Last  week  we  had  a  conversation  with  the  military  to  see  if  there 
was  someway  within  the  Chicago — I  think  they  have  a  14-State  re- 
gional area,  I  think  there  are  about  $150  billion  of  procurement  op- 
portunities. We  are  a  logical  place  where  those  opportunities  could 
be  disseminated  among  our  client  base.  That  currently  is  not  hap- 
pening. I  think  if  there  were  an  opportunity  to  say  use  the  MEGA 
Center,  use  MBDC's  as  the  fulcrum  and  disseminate  information, 
it  makes  a  lot  of  sense. 

Mr.  Moore.  I  think  again,  information — Mr.  Copelin  made  an  ex- 
cellent point  too — ^many  times  by  the  time  we  get  the  information. 
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the  deal  is  cut.  By  the  time  you  see  it  in  the  Commerce  Business 
Daily,  you  can  read  the  IRP  and  you  kind  of  know  it  is  wired  for 
somebody  and  you  can  go  ahead  and  spend  $5,000  to  $10,000  chas- 
ing it  if  you  want  to,  but  it  is  gone.  And  even  the  subcontracting 
issues  with  some  of  the  larger  contracts,  you  can  call  up  a  prime 
who  has  the  edge  or  the  inside  track  on  a  procurement  and  you  can 
tell  by  the  conversation  that  they  are  not  even  interested— do  not 
even  call  me,  do  not  talk  to  me,  I  am  not  interested  in  talking  with 
you,  I  have  who  I  am  going  to  do  my  business  with, 

I  think  the  issue  comes  back  to  Mr.  Copelin's  issue  of  before  the 
information  is  put  on  the  table,  how  do  we  get  into  the  loop,  how 
do  we  get  into  the  planning,  the  R&D  on  these  procurements.  In- 
stead of  it  being  a  $50  million  procurement,  how  do  we  make  it  10 
$5  million  procurements  where  a  minority  contractor  can  get  one 
of  those  or  a  woman-owned  contractor  can  get  one  of  those. 

I  think  too  many  of  us  learn  the  hard  way  that  just  chasing  after 
these  bids  will  put  you  out  of  business.  I  think  the  issue  becomes 
we  need  to  huddle  and  develop  a  new  strategy  and  hopefully  with 
the  Committee  on  Government  Operations'  help,  give  us  some  new 
clout  as  to  reconfiguring  the  procurement  system  because  the  sys- 
tem right  now  is  not  set  up  for  a  small  minority,  women-owned 
contractor  to  even  have  enough  information  to  bid.  And  you  might 
get  lucky  and  get  one,  like  we  ^ot  lucky  with  HUD  and  the  contract 
we  have  was  not  a  set-aside,  it  was  the  largest  nonset-aside  con- 
tract awarded  to  a  minority  firm  and  we  have  been  catching  hell 
inside  of  HUD  because  of  that.  The  question  has  been  like  "who  in 
the  hell  are  you,  how  did  you  get  this  contract."  And  so  it  has  been 
a  tough  issue. 

And  again,  I  think  we  have  to  come  together.  I  know  we  have 
an  active  8(a)  association  here  in  Illinois  and  I  say  that  although 
I  have  missed  most  of  the  last  meetings  because  I  was  out  of  town, 
but  I  think  we  have  to  come  together,  get  with  our  representatives 
and  instead  of  knocking  SBA,  we  have  to  come  together  with  SBA. 
Instead  of  knocking  Congress,  we  have  to  come  together  with  Con- 
gress, And  let  us  talk  about  new  strategies  for  approaching  this 
procurement  issue,  because  just  learning  about  a  contract,  getting 
the  forecasts  and  all  the  other  things  just  will  not  get  us  to  where 
we  have  to  go. 

Ms.  Ratner.  I  think  one  of  the  issues  that  I  address  in  my  testi- 
mony is  that  it  has  got  to  come  from  the  top.  That  is,  if  the  Presi- 
dent will  in  fact  indicate  clearly  that  he  is  committed  to  goals,  af- 
firmative action  goals  in  contracting  and  employment  contracting, 
that  will  help.  And  let  each  agency  director  and  each  cabinet-level 

Eerson  make  that  clear  to  ths  purchasing  departments  and  the 
U3dng  officers,  that  will  help. 

Also,  I  agree  that  we  need  uniform  goals  across  all  the  Federal 
agencies.  There  have  to  be  ^oals  set  and  there  has  to  be  something 
in  a  performance  way  that  is  tied  to  those  goals  so  that  implemen- 
tation is  required.  The  certification  issue  is  another  one,  to  ensure 
that  we  are  in  fact  awarding  the  contracts  to  legitimate  minority 
and  women-owned  firms. 

Breakouts,  as  we  mentioned — Mr.  Moore  indicated  that  as  well, 
making  them  more  accessible  to  some  of  the  smaller  contractors. 
Having  those  set-asides  and  sheltered  markets  be  real  and  for  both 


172 

the  small  and  the  larger  Federal  agencies,  affiliated  with — and  I 
am  not  sure  how  active  coalitions  and  organizations  like  the  ones 
in  Illinois  are,  but  I  am  sure  in  other  States  there  are  also  8(a)  con- 
tractor associations,  minority  contractor  associations,  women's  busi- 
ness organizations  that  have  to  be  utilized  to  do  the  outreach  and 
information  availability  on  those  contracts. 

And  I  think  that  setting  the  goals,  having  it  come  from  the  top, 
doing  more  legitimate  outreach  will  help. 

Ms.  Davenport.  I  would  like  to  say  that  I  am  proud  to  fall  in 
line  with  Ms.  Ratner  when  she  says  that  she  agprees  with  Mr. 
Moore  because  there  is  not  enough  of  this  type  of  agreement  goine 
on,  particularly  within  the  Federal  agencies  and  State  and  loc£U 
governments.  And  if  we  could  have  more  agreement  and  more  com- 
bined efforts,  we  would  see  a  lot  more  progress. 

As  the  MEGA  Center  serves  as  a  catalyst  for  minority  business 
entrepreneurs,  moving  into  the  21st  century,  when  we  talk  about 
new  strategies,  that  is  what  is  important,  tnat  forging  of  partner- 
ships between  the  Federal  agencies,  between  State  and  local  gov- 
ernments. It  is  a  must. 

Mr.  LaPerriere.  As  has  been  said  before,  there  is  no  national  ar- 
ticulation of  MBE,  WBE,  and  DBE  status.  We  sat  down  in  a  meet- 
ing with  HUD  and  said  listen,  why  reinvent  the  wheel,  we  have  got 
a  mechanism  here  where  we  might  be  able  to  provide  some  assist- 
ance to  minority-owned  firms,  and  immediately  started  to  come  to 
loggerheads  because  of  what  our  definition  of  an  MBE  is  and  what 
their  definition  of  an  MBE  is. 

Mr.  Spratt.  Now  why  is  that? 

Mr.  LaPerriere.  Well  one  might  include  women,  for  example,  is 
probably  the  bi^est  point,  where  one  includes  women  and  the 
other  does  not.  The  U.S.  DOT,  we  spoke  with  them  and  their  first 
question  was  well  can  you  guys  work  on  women  out  of  this  office, 
just  nonethnic  minority  women.  We  said  no,  our  hands  are  kind  of 
tied,  our  policy  requires  that  we  pretty  well  deal  with  ethnic  mi- 
norities. So  in  addition  to  there  not  being  a  nationally  articulated 
strategy,  nor  is  there  a  nationally  articulated  standard.  And  I  think 
to  the  extent  that  we  could  get  those  two  things  going,  it  would 
probably  add  a  lot  more  efficiency  to  the  system. 

Ms.  DAVE^fPORT.  Absolutely. 

Mr.  Spratt.  How  about  8(a)  surety  bonds,  how  about  tJie  require- 
ment of  surety  bonds?  To  what  extent,  in  your  experience,  is  this 
a  barrier,  a  threshold  barrier  that  precludes  lots  of  small  business 
opportunity? 

Mr.  Moore.  Well,  I  agree  with  your  raising  the  threshold.  I  think 
it  is  critical — you  see,  it  is  a  eaten  22,  you  cannot  get  a  bond  until 
vou  have  experience,  you  cannot  get  experience  until  you  have  a 
bond.  So  unless  you  raise  that  threshold — as  long  as  that  threshold 
is  too  low,  that  little  experience  you  get  is  great  experience  but  it 
is  too  low  for  me  to  bond  you.  That  is  a  small  job,  we  do  not  know 
if  you  can  do  a  big  job.  I  agree  with  the  discussion  earlier,  where 
if  you  raised  that  threshold  maybe  to  $1  million  because  my  prob- 
lem is  that  the  whole  country  sat  by  and  talked  about  this  S&L 
scandal  like  it  was  a  piece  of  cake  and  we  are  talking  about  more 
money  that  has  ever  been  spent  on  minority  firms  in  the  history 
of  the  country.  And  we  snapped  our  fingers  and  wrote  that  off,  but 
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yet  we  are  worried  about  a  guy  defaulting  on  half  a  million  dollar 
contract.  In  most  cases,  a  hardworking  guy  or  woman  will  do  all 
he  can  to  make  sure  that  contract  works.  I  think  ihe  risk  is  mini- 
mal, the  experience  that  we  would  gain  is  critical.  And  see,  one  of 
the  issues  too,  we  do  not  link  the  issues — we  do  an  awful  lot  of 
studies  in  this  country  and  Work  Force  2000  is  all  but  a  given,  ev- 
erybody agrees  that  Work  Force  2000  is  real.  So  if  Work  Force  2000 
is  real,  I  contend  that  there  will  be— 2010,  it  is  going  to  be  Decision 
Maker  2010.  The  minority  people  who  take  over  the  work  force  will 
now  be  in  the  decisionmaking  process  and  again,  we  are  lighting 
a  powder  keg  if  we  do  not  let  people  plug  into  the  system. 

I  contend  that  we  need  minority  contractors  ready  for  2000  and 
2010  and  the  way  to  get  people  ready  is  to  give  them  experience, 
the  opportunities  for  experience  and  the  risks  and  the  investment, 
really  is  what  it  is,  the  investment  of  a  few  defaults  that  might 
occur,  will  far  be  offset  by  the  benefits  of  expanding  the  pool  of 
quahfied  minority  firms  with  a  demonstrated  track  record.  So  I 
agree  completely  with  raising  the  threshold. 

Mr.  Spratt.  Well,  let  me  thank  you  all  for  your  testimony  and 
ask  Congressman  Rush  if  he  has  any  further  questions  before  we 
close  the  panel. 

Mr.  Rush.  Mr.  Chairman,  I  have  just  got  a  comment  and  that 
is  I  think  the  testimonv  that  we  have  heard  today  certainly  lends 
itself  to  being  part  of  the  discussion  that  the  Vice  President  is  en- 
gaging in  now  in  terms  of  reorganizing  government.  I  think  this  is 
very  appropriate  and  I  would  also  suggest  that  you  pay  close  atten- 
tion to  and  get  yourself  involved  in  the  process  that  the  Vice  Presi- 
dent is  engaging  in,  in  terms  of  reinventing  government  because  I 
think  that  is  where  we  can  have  some  real  impact  on  redefining 
minority  and  women-owned  businesses. 

Mr.  Spratt.  Thank  you  all  very  much. 

I  think  it  would  be  usefiil  for  everybody  if  we  had  a  5  or  10 
minute  break  before  we  call  our  last  panel. 

[Recess  taken.] 

Mr.  Spratt.  We  will  go  ahead  and  get  started.  I  know  Congress- 
man Rush  is  probably  doing  what  I  was  doing,  that  is  talking  to 
the  many  people  here  in  the  room  about  different  kinds  of  problems 
they  have  got.  And  I  understand,  every  time  we  hold  a  hearing  like 
this,  we  bring  to  the  surface  particular  problems  that  those  who 
have  come  today  would  like  to  lay  before  us  so  we  can  help  them 
find  a  solution — ^that  is  what  it  is  all  about. 

Our  last  panel  is  composed  of  officials  of  U.S.  Government  agen- 
cies. It  includes  Kenneth  Kalscheur,  who  is  the  Acting  Regional  Ad- 
ministrator of  the  General  Services  Administration.  Mr.  Kalscheur, 
welcome,  thank  you  for  coming.  Miranda  Jackson,  who  is  the  Act- 
ing Director  of  the  Office  of  Small  and  Disadvantaged  Business 
Utilization.  Welcome  to  you,  thank  you  for  coming.  Scott 
Denniston,  who  is  the  Director  of  the  Office  of  Small  and  Disadvan- 
taged Business  Utilization.  Mr.  Denniston,  thank  you,  sir.  Jane 
Palsgrove  Butler,  who  is  the  Deputy  Associate  Administrator  for 
Minority  Business  and  Capital  Ownership  Development  at  the  SBA 
and  finally  John  L.  Smith,  who  is  the  Illinois  District  Director  of 
the  Small  Business  Administration.  And  he  is  accompanied  by  re- 
gional and  district  officials.  And  I  omitted  Thomas  Cooper,  who  is 
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the  Director  of  the  National  Acquisition  Center,  Department  of  Vet- 
erans' Affairs,  in  Chicago.  Thank  you,  Mr.  Cooper. 

Let  us  take  your  testimony,  if  you  will,  in  the  order  that  you  are 
presented.  Let  me  just  say  that  we  do  want  to  wrap  up  todav  by 
1  p.m.  That  gives  us  an  hour  for  your  panel,  which  I  think  will  be 
a  little  tight,  but  nevertheless,  we  want  to  get  a  full  airing  from 
everybody.  If  you  can  summarize  your  testimony,  it  would  help,  but 
I  do  not  want  to  constrain  anybody.  Also,  we  will  try  to  get  your 
responses  to  questions  that  were  raised  earlier,  and  you  should  feel 
free  to  depart  from  your  testimony  and  take  the  occasion  to  re- 
spond to  questions  or  points  that  have  been  made  in  the  testimony 
of  earlier  witnesses. 

Mr.  Kalscheur,  we  will  start  with  you,  and  the  floor  is  yours,  sir. 

STATEMENT  OF  KENNETH  KALSCHEUR,  ACTING  REGIONAL 
ADMINISTRATOR,  GENERAL  SERVICES  ADMINISTRATION, 
ACCOMPANIED  BY  MIRANDA  JACKSON,  ACTING  DIRECTOR, 
OFFICE  OF  SMALL  AND  DISADVANTAGED  BUSINESS  UTILI- 
ZATION 

Mr.  Kalscheur.  Thank  you,  Mr.  Chairman,  Congressman  Rush. 

I  appreciate  the  opportunity  to  appear  before  you  today  to  share 
some  of  our  thoughts  pertaining  to  the  problems  confronting  minor- 
ity and  women-owned  small  businesses  and  the  adequacy  of  Fed- 
eral agency  activity  directed  to  such  businesses.  We  in  the  GSA  ag- 
gressively support  the  active  participation  of  minority  and  women- 
owned  businesses  in  the  Federal  procurement  process  and  welcome 
this  opportunity  to  share  some  of  our  experiences  with  you. 

As  you  mentioned,  I  am  accompanied  by  Ms.  Miranda  Jackson 
who  is  the  Acting  Director  of  our  Office  of  Small  and  Disadvan- 
taged Business  Utilization  in  GSA's  central  office.  I  would  also  like 
to  recognize  the  individuals  from  our  staff;  namely  James  Czysz, 
who  is  the  Director  of  our  Business  Service  Center;  Frank  Priore, 
Deputy  Director,  Public  Building  Service  Contract  Division;  and 
Emma  Guins,  who  is  the  Chief  of  our  Building  Services  Contracts 
Branch. 

In  the  interest  of  time,  as  you  mentioned,  I  ask  that  my  written 
statement  be  accepted  in  its  entirety  and  I  will  attempt  to  briefly 
summarize. 

The  U.S.  General  Services  Administration  has  as  its  mission  to 
provide  quality  services  required  by  our  clients  in  a  timelv  manner 
and  ensure  the  best  value  to  the  Federal  Government  and  the  pub- 
lic, thereby  enhancing  our  clients'  ability  to  accomplish  their  mis- 
sion. 

Our  operations  are  conducted  by  almost  20,000  employees  in  11 
geographic  regions  across  the  country.  In  our  region,  region  5,  we 
are  responsible  for  the  support  of  Federal  activities  in  the  States 
of  Illinois,  Indiana,  Michigan,  Minnesota,  Ohio,  and  Wisconsin.  We 
are  responsible  for  the  construction,  maintenance,  security,  repair, 
and  general  upkeep  of  GSA-owned  Federal  office  buildings  in  these 
States.  We  also  contract  to  lease  office  space  when  there  is  not 
enough  GSA-owned  vacant  space  available. 

In  response  to  your  questions  on  the  extent  of  small  business 
contracting  and  subcontracting,  I  offer  the  following:  During  fiscal 
year  1991,  we  procured  about  $270  million  worth  of  services  here 
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in  region  5,  66  percent  of  that  went  to  small  businesses,  3.8  percent 
of  that  went  to  minority  businesses,  both  8(a)  and  non  8(a)  awards, 
and  0.6  percent  to  women-owned  business. 

In  fiscal  year  1992,  we  procured  $226  million  of  prime  contracts, 
59  percent  of  which  went  to  small  business,  10.9  percent  to  minor- 
ity business,  2.1  percent  to  women-owned. 

The  most  current  figures  for  fiscal  year  1993,  as  of  June  15,  indi- 
cate that  so  far  this  year,  we  have  awarded  $97  million  in  prime 
contracts  of  which  $70  million,  72  percent,  went  to  small  busi- 
nesses, $18.3  million  was  awarded  to  minority  business,  and  $3.2 
million  to  women-owned  businesses. 

The  significant  improvements  in  preferential  contracting  fi^om 
fiscal  year  1991  to  fiscal  vear  1993  can  be  attributed  to  a  height- 
ened awareness  toward  the  needs  of  small  minority  and  women- 
owned  businesses  on  the  part  of  top  management  within  GSA.  Re- 
gional offices  were  asked  to  establish  quality  initiative  teams  to  im- 
prove GSA's  performance  in  this  area.  Some  of  the  major  achieve- 
ments of  region  5's  task  force  were  one,  to  increase  8(a)  contracting 
awareness  within  our  contracting  offices  by  inviting  the  Small 
Business  Administration  representatives  to  participate  in  some  of 
our  regular  task  force  meetings  and  to  conduct  formal  training  ses- 
sions specifically  on  the  8(a)  program  for  our  regional  contracting 
officials;  two,  to  increase  the  involvement  of  our  14  field  offices  in 
procurements  under  $25,000;  three,  to  establish  targeted  outreach 
activities  in  the  form  of  breakfast  conferences  for  women-owned 
and  veteran-owned  businesses;  and  four,  to  incorporate  preferential 
contracting  reporting  as  a  regular  agenda  item  on  our  general  man- 
agement review  meetings. 

Briefly,  regional  goals  are  established  for  these  programs  based 
on  past  accomplishments  and  projections  of  expected  improve- 
ments, national  initiatives  and  discussions  between  regional  offi- 
cials and  our  representatives  firom  the  GSA  office  in  Washington. 

Here  in  region  5,  preferential  contracting  goals  are  regularly 
monitored  and  addressed  at  quarterly  management  review  meet- 
ings. Online  access  to  GSA's  procurement  reporting  system  facili- 
tates the  early  detection  of  potential  shortfalls  and  significantly  in- 
creases the  ability  to  initiate  prompt  action  to  resolve  or  diminish 
the  problem.  As  an  example,  a  potential  shortfall  in  awards  to 
women-owned  businesses,  early  during  fiscal  year  1993,  led  to  the 
establishment  of  two  procurement  conferences  in  Chicago  geared 
specifically  toward  women-owned  businesses.  A  total  of  150  women 
business  owners  attended  these  conferences;  and  although  it  is  not 
possible  to  attribute  the  improvement  in  awards  to  women  business 
owners  directly  to  the  conferences,  regional  performance  has  sig- 
nificantly improved  since  the  conferences  took  place. 

As  to  the  question  of  the  development  of  subcontracting  plans  in 
our  prime  contracts,  GSA  has  recently  changed  its  policy  for  pro- 
spective level  projects.  We  now  require  subcontracting  plans  to  be 
provided  in  the  initial  offer  rather  than  the  previous  practice  of 
such  plans  being  provided  by  only  the  successful  offeror  just  before 
an  award. 

We  in  region  5  initiated  this  concept  with  the  new  Chicago  Fed- 
eral building  now  called  the  Metealf  Building.  We  emphasized  the 
importance  of  a  significant  subcontracting  program  by  making  a 
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statement  to  that  effect  in  the  solicitation  of  offers,  and  we  re- 
quired that  all  offerors  submit  subcontracting  plans  with  their  ini- 
tial proposal.  By  requiring  plans  up  front,  we  believed  that  offerors 
would  be  more  inclined  to  develop  aggressive  goals,  especially  for 
minority  and  women-owned  businesses.  We  also  contracted,  under 
the  8(a)  program,  for  the  compilation  of  a  directorv  of  minority  and 
women-owned  small  businesses  as  potential  subcontractors  that 
was  distributed  to  all  parties  who  expressed  an  interest  in  submit- 
ting a  proposal  on  the  project.  The  achievement  of  the  developer  s 
subcontracting  plan  for  the  Metcalf  Building  demonstrated  the  suc- 
cess of  the  policy  change. 

In  summary,  the  project  placed  almost  $51  million,  51  percent  of 
the  project,  in  the  hands  of  small  business,  of  which  about  $38  mil- 
lion was  infused  into  the  disadvantaged  and  women-owned  sector 
of  the  economy.  We  have  a  similar  project  going  on  in  Detroit  for 
the  IRS  and  the  goals  compare  favorably  to  the  accomplishments 
of  the  Metcalf  Building  in  Chicago. 

Those  goals  are  a  total  of  47  percent  of  the  contract  going  to 
small  business,  30  percent  to  small,  disadvantaged,  7  percent  to 
women-owned.  We  fully  expect  to  see  the  same  results  in  dollars 
returned  to  the  small  minority  and  women-owned  business  commu- 
nity of  Detroit  as  was  the  case  in  Chicago. 

I  will  go  back  to  a  question  that  was  identified  on  the  earlier 
panel  that  mentioned  a  fairly  small  amount  of  contracts  in  the  con- 
struction area  for  8(a)'s  from  the  GSA  in  fiscal  year  1993  and  fiscal 
year  1991.  Those  numbers  are  correct,  but  we  primarily  do  our  8(a) 
contracting  in  our  building  services  area.  Most  of  our  efforts  in  con- 
tracting for  construction,  and  the  achievements  we  have  reahzed 
are  in  the  subcontracting  area,  which  results  in  much  larger  num- 
bers for  the  minority  and  the  women-owned  business  community. 

In  answering  your  questions  on  our  concerns  and  suggestions  on 
the  Section  8(a)  program,  I  offer  the  following:  In  concert  with  our 
mission  of  satisfying  our  client  agency  requirements,  three  of  the 
major  factors  considered  when  we  are  contracting  are  one,  timeli- 
ness—namely obtaining  a  contractor  when  service  is  needed;  two, 
the  quality  of  the  contractor,  obtaining  a  contractor  who  can  per- 
form required  services,  and  three,  dollars,  the  best  value  for  the 
Government.  All  three  of  these  factors  enter  into  our  suggestions 
for  improvement  or  changes. 

No.  1,  change  SBA  policy  that  restricts  the  competitive  bid  proc- 
ess for  8(a)  contracts  from  the  present  $3  million  limit  to  $500,000. 
Developing  this  competitive  process  has  been  a  major  improvement 
in  the  8(a)  program  with  positive  results  in  terms  of  timeliness, 
quality  of  contractors  and  price.  However,  at  present,  a  waiver 
must  be  granted  by  SBA  on  a  case-by-case  basis  for  contracts  under 
$3  million.  This  extends  time  and,  if  unsuccessful  in  gaining  a 
waiver,  puts  you  back  at  the  beginning  of  the  process. 

No.  2,  for  improvement,  remove  the  requirements  for  internal  au- 
dits for  a  prospective  project  over  $500,000  when  the  proposal  falls 
within  the  Government  estimate.  Presently  all  prospective  projects 
over  $500,000  require  an  internal  audit  which  can  extend  the  con- 
tracting process  up  to  3  months. 

No.  3,  reinstitute  the  provision  of  the  business  development  ex- 
pense funds  to  fund  disparities  between  the  agency  cost  estimates 
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and  the  best  offer  negotiated  with  the  8(a)  firm.  Presently  much 
time  is  consumed  negotiating  downward  to  tiie  Government  esti- 
mate from  the  initial  8(a)  firm's  proposal  which  often  are  unreal- 
istically  high.  The  business  development  funds  used  to  be  available 
to  ftmd  the  difference.  A  contract  could  then  be  awarded  at  a  rea- 
sonable cost  to  GSA  and  the  8(a)  firm  would  receive  an  award  that 
it  would  not  otherwise  receive. 

Another  suggestion  for  improvement  might  be  to  structure  the 
8(a)  program  in  a  similar  manner  as  the  current  small  business 
and  labor  surplus  area  set-aside  programs.  In  such  a  scenario,  SBA 
would  certify  a  firm  as  eligible  and  any  firm  so  certified  would  then 
be  eligible  to  compete  for  procurements  specifically  set-aside  by  the 
contracting  agency  for  minorities.  Although  this  can  be  consiaered 
a  radical  change,  it  should  both  enhance  the  participation  of  minor- 
ity businesses  as  well  as  greatly  simplify  the  current  8(a)  process. 

Fifth,  improvement 

Mr.  Spratt.  Could  I  just  interrupt  you  for  clarification.  What  you 
are  saying  there  in  that  case,  GSA  would  do  business  directly  with 
the  small  business,  as  opposed  to  contracting  with  SBA  which  in 
turn  would  contract 

Mr.  Kalscheur.  Yes,  exactly. 

Mr.  Spratt.  And  this  would  uncomplicate  matters  in  those  cases 
considerably. 

Mr.  Kalscheur.  Yes. 

Mr.  Spratt.  I  do  not  think  that  is  a  radical  change. 

Mr.  Kalscheur.  Well,  it  would  be  a  good  change. 

Mr.  Spratt.  Seems  to  me  like  a  logical  change.  But  go  ahead. 

Mr.  Kalscheur.  Well,  we  would  agree  with  that. 

The  fifth  change  is  an  increase  in  minority  business  participation 
in  Government  contracts  could  be  achieved  if  a  special  8(a)  sub- 
contracting set-aside  program  were  established.  And  this  is  some- 
what similar  to  the  previous  suggestion.  Contracts  that  are  now 
not  candidates  for  8(a)  awards  due  to  size  or  complexity  could  be 
set-aside  or  limited  exclusively  to  firms  that  would  agree  to  sub- 
contract portions  of  the  project  to  an  8(a)  certified  firm.  This  meth- 
od would  differ  from  the  regular  subcontracting  goaling  process  in 
that  to  be  eligible  for  a  subcontract,  a  firm  must  first  be  certified 
by  the  SBA  as  an  8(a)  firm. 

Sixth  improvement:  SBA  needs  to  increase  its  screening  of  8(a) 
firm  proposals  and  increase  its  involvement  in  the  administration 
of  contracts.  All  agencies  would  benefit  from  the  increased  scrutiny 
of  initial  proposals  by  SBA  before  the  proposals  are  forwarded  to 
the  agency  developing  the  contract.  This  would  be  particularly  use- 
ful in  eliminating  those  proposals  that  are  well  above  the  (Jovem- 
ment  estimates. 

Continued  involvement  by  the  SBA  in  the  administering  of  con- 
tracts is  also  necessary.  Occasionally  SBA  support  diminishes  after 
contract  award  and  contracting  officers  find  they  are  on  their  own 
when  problems  later  develop. 

Another  area  of  question  for  us  was  suggestions  for  improve- 
ments in  other  SBA  or  MBDA  programs  through  private  sector 
models.  We  feel  there  is  a  need  for  improved  compilation  and  dis- 
semination of  information  relating  to  procurements  in  the  under 
$25,000  range.  This  was  again  a  question  raised  by  the  previous 
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panel.  The  SBA  currently  manages  a  program  referred  to  as  the 
PASS  system  that  identifies  potential  small  minority  and  women- 
owned  businesses  and  makes  this  information  available  to  the  Gov- 
ernment and  private  sector  contracting  officials.  Inherent  problems 
with  maintaining  current  information,  especially  when  that  mfor- 
mation  pertains  to  a  data  base  so  volatile  and  dynamic  as  small 
and  minority  business,  limits  its  use  among  Federal  agencies.  In 
GSA,  in  region  5,  we  are  in  the  process  of  instituting  a  data  base 
comparable  to  the  PASS  system  but  primarily  for  use  by  our  own 
contracting  officials.  It  would  be  composed  of  small  minority  and 
women-owned  businesses  that  have  been  counseled  and  screened 
by  our  business  counselors  and  therefore  more  dedicated  to  our 
agency  needs.  By  carefully  screening  potential  businesses  prior  to 
being  placed  on  the  electronic  data  base,  we  can  help  eliminate 
businesses  that  have  Httle  potential  for  our  types  of  procurements 
right  at  the  start  of  the  sohcitation  cycle,  and  hopefully  signifi- 
cantly reduce  the  workload  of  contracting  officials  in  locating  poten- 
tial bidders.  This  suggestion,  as  a  matter  of  fact,  came  out  of  one 
of  our  women-owned  Dreakfasts  from  the  business  community. 

Other  observations  on  the  role  of  U.S.  Government  procurement: 
Many  difficulties  are  encountered  by  small  minority  businesses,  es- 
pecially in  the  areas  of  fiinding  and  the  availability  of  capital. 
There  currently  exists  a  number  of  procurement  assistance  activi- 
ties funded  in  whole  or  in  part  by  the  Department  of  Defense,  the 
SBA,  and  the  Minority  Business  Development  Agency,  which  pro- 
vide information  and  assistance  to  small  minority  and  women- 
owned  businesses. 

The  development  of  a  means  to  combine  and  consolidate  these  re- 
sources, which  in  theory  at  least  have  the  potential  to  conflict, 
should  fiirther  enhance  opportunities  for  small  minority  and 
women-owned  businesses. 

I  appreciate  this  opportunity  to  share  some  of  our  expenerces 
and  thoughts  with  the  subcommittee.  I  realize  that  we  here  in  GSA 
do  not  have  all  the  answers,  but  we  feel  that  we  are  on  the  right 
track  in  improving  preferential  contracting  ooportunities  for  small 
minority  and  women-owned  businesses.  With  your  permission,  I 
would  now  like  to  turn  the  microphone  over  to  Ms.  Miranda  Jack- 
son, who  is  the  Acting  Director  of  the  Office  of  Small  and  Dis- 
advantaged Business  Utihzation,  for  some  additional  insight  into 
GSA  contracting  with  small  minority  and  women-owned  busi- 
nesses. After  Ms.  Jackson  finishes,  I  would  be  pleased  to  answer 
any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  Kalscheur  follows:] 
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Mr.  Chairman  and  members  of  the  Subcommittee: 

I  appreciate  the  opportunity  to  appear  before  you  today  to  share  some  of  our 
thoughts  pertaining  to  the  problems  confronting  minority,  and  woman-owned  small 
businesses  and  the  adequacy  of  Federal  agency  activity  directed  to  such  businesses. 
Before  I  address  some  of  the  specific  issues  regarding  contracting  opportunities  for 
these  types  of  businesses,  I  would  like  to  provide  some  background  information 
about  the  U.S.  General  Services  Administration. 


General  Background  Information 


The  US  General  Services  Administration  (GSA)  can  be  compared  to  a  major  corporation 
with  extensive  and  diverse  product  and  service  lines.  In  fact,  if  GSA  was  ranked  among 
Fortune's  500  largest  corporations,  we  would  consistently  rank  in  the  top  fifty  based  on 
total  assets.  Like  many  other  "businesses,"  GSA  has  redefined  some  of  the  methods  by 
which  we  accomplish  our  mission  and  subsequently  has  reduced  the  number  of  our 
employees  fi"om  40,000  in  1970  to  about  20,000  fiill  time  employees  today.  GSA  works 
with  industries  and  businesses  of  all  types  and  sizes  to  provide  competitively  priced  office 
space,  supplies,  equipment,  and  common  services  needed  to  keep  the  Government  running 
smoothly    GSA's  mission  is  to  provide  timely  and  quality  support  to  other  agencies.  Our 
vision  is  to  become  their  provider  of  choice.  Our  effectiveness  enhances  their  ability  to 
serve  taxpayers,  while  ensuring  wise  investment  of  tax  dollars.  Our  support  fijnctions  are 
complex,  require  broad  and  specialized  experience,  and  are  subject  to  constant 
technological  advances.  Today's  challenges  are  similar  to  those  facing  many  businesses. 
Our  strategic  planning  process  is  becoming  an  increasingly  effeaive  tool  to  respond  to 
rapidly  changing  conditions  and  to  make  sound  business  decisions  for  the  good  of  the 
Government  as  a  whole.  Coupled  with  our  strong  commitment  to  quality  management, 
GSA  is  prepared  to  continue  to  provide  leadership  and  innovation  in  making  those 
decisions  necessary  to  appropriately  support  the  needs  of  our  customer  agencies  in  a 
redefined  Government.  This  support  includes  space  acquisition  and  management,  retail 
and  wholesale  supply  sales,  fleet  management,  travel  and  transportation  management, 
telecommunications  and  information  technology  services,  asset  disposal  management,  and 
government-wide  policy  and  oversight.  GSA  accomplishes  its  mission  through  three 
major  procurement  activities  and  through  a  number  of  service  and  staff  offices  that 
perform  general  management,  administrative  support,  and  government-wide  regulatory 
functions.  Operations  are  conducted  by  ahnost  20,000  employees  in  1 1  geographic 
regions  across  the  country. 
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Major  Procurement  Activities 

The  PUBLIC  BUILDINGS  SERVICE  (PBS)  is  responsible  for  planning,  acquiring, 
developing,  maintaining,  managing,  and  protecting  the  buildings  and  land  required  by 
Federal  agencies  to  conduct  government  business.  PBS  provides  over  245  8  million 
square  feet  of  work  space  for  nearly  1  million  Federal  employees  nationwide  in  over  7800 
owned  and  leased  buildir.^.s.  GSA  owns  and  operates  over  1,700  of  these  buildings  with 
over  137  million  square  feet  of  space.  Over  108  million  square  feet  of  space  is  leased  at  a 
cost  of  more  than  $15  billion  annually,  GSA's  largest  operating  expense. 

PBS  ensures  that  Federal  employees  are  housed  in  clean,  comfortable,  safe,  and  functional 
work  places.  This  responsibility  includes  providing  space  that  is  free  of  health  and  safety 
hazards  and  providing  adequate  protection  and  security  for  Federal  employees,  the  public, 
and  federal  property.  Major  renovations  and  regular  maintenance  are  normal  activities  for 
PBS    Ongoing  efforts  include  searching  for  ways  to  optimize  space  usage,  reduce 
operation  costs,  and  conserve  resources,  particularly  through  energy  conservation  and 
recycling.  PBS  acts  as  a  liaison  between  the  Federal  Government  and  State  and  local 
governments  for  public  zoning,  land-use  planning,  and  environmental  issues.  As  the 
manager  of  Federal  buildings,  PBS  also  preserves  the  historic  integrity  of  buildings  in  its 
care  and  fosters  and  conserves  public  art  in  the  Federal  work  place. 

Through  the  FEDERAL  SUPPLY  SERVICE  (FSS),  GSA  provides  Federal  agencies 
worldwide  with  the  supplies,  equipment,  and  services  necessary  to  conduct  business    In 
Fiscal  Year  1991,  FSS  received  6  million  requisitions  from  36,  000  ofLces  and  responded 
with  supplies  and  equipment  worth  $1.9  billion.  To  do  this,  FSS  established  5,560 
contracts  to  provide  supply  and  procurement  services,  including  an  additional  $2.4  billion 
in  orders  that  were  placed  directly  by  client  agencies  with  schedule  vendors.  During  the 
first  quarter  of  fiscal  year  1993,  Federal  agencies  purchased  supplies  and  services  worth 
approximately  $806  million  through  GSA's  Federal  Supply  Schedules.  Additionally,  $238 
million  was  ordered  for  items  with  a  competitive  or  continuing  demand  through  the  Stock 
Program. 

GSA  also  arranges  discounted  rates  for  lodging  and  transportation  for  Federal  travelers. 
In  managing  an  interagency  fleet  of  approximately  136,000  vehicles,  Maintenarxe  Control 
Centers  in  GSA  Regional  OfiBces  arrange  for  over  $72  million  annually  in  repairs  and 
services  provided  by  the  private  sector.  In  addition,  FSS  helps  Federal  agencies  dispose  of 
a  variety  of  personal  property  that  is  no  longer  needed.  FSS  either  transfers  the  items  to 
other  Federal  agencies,  donates  them  to  State  agencies,  or  selJs  them  to  the  public 

The  INFORMATION  RESOURCES  MANAGEMENT  SERVICE  (IRMS)  ensures 
that  Federal  employees  have  access  to  state-of-the-art  local  telecommunications  services 
IRMS  provides  local  and  long-distance  telecommunications  service  to  over  1.5  million 
Federal  users,  enabling  them  to  communicate  with  each  other  and  the  public.  Using 
advanced  digital  capabilities  to  connect  telephones,  computers,  fax  machines,  and  video 
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conference  facilities,  GSA  supports  communications  in  day-to-day  operations  and 
emergency  situations    IRMS  also  sets  policy  for  the  acquisition  of  information  technology 
government  wide,  assists  agencies  purchasing  automation  and  computer  equipment,  and 
offers  a  training  program  for  executives  responsible  for  all  phases  of  systems  procurement. 


Procurement  Methods  and  Preferential  Procurement  Programs 

The  preferred  method  for  Government  procurement  is  by  full  and  open  competition    It  is 
to  the  Government's  advantage  that  all  responsible  suppliers  are  given  an  equal 
opportunity  to  compete.  GSA  like  all  federal  procuring  activities,  publicizes  its  intention 
to  buy  through  the  posting  of  solicitations  in  public  places,  announcements  in  the 
Commerce  Business  Daily  and  by  sending  solicitations  to  business  firms  whose  names  are 
on  applicable  mailing  lists.  Within  the  framework  of  full  and  open  competition  as  well  as 
statutory  provisions  such  as  Public  Law  95-507,  GSA  attempts  to  promote  the 
participation  of  certain  segments  of  the  business  community  through  our  preferential 
procurement  programs. 

•  Small  Business  Set-Asides  are  authorized  by  the  Small  Business  Act  of  1953    It 
requires  agencies  to  limit  competition  of  certain  contracts  to  qualified  "small 
businesses."  Qualification  as  to  small  business  status  is  determined  by  the  Small 
Business  Administration  (SBA).  Since  the  law  requires  that  awards  be  made  at 
competitive  prices,  set-asides  are  applied  only  when  enough  small  businesses  are 
expected  to  bid  so  that  adequate  competition  will  be  assured. 

•  Socially  and  Economically  Disadvantaged  Businesses    Section  8(a)  of  the  Small 
Business  Act,  as  amended  by  Public  Law  95-507,  authorizes  the  SBA  to  enter  into 
contracts  with  other  Federal  agencies  for  goods  and  services.  In  turn,  SBA 
subcontracts  the  actual  performance  of  the  work  to  socially  and  economically 
disadvantaged  small  businesses  that  have  been  certified  by  SBA  as  eligible  and 
competent  to  receive  these  contracts.  SBA  may  also  provide  management  and 
technical  support  to  these  firms.  The  advantage  of  this  program  is  that  it  permits 
socially  and  economically  disadvantaged  companies  to  receive  Government  contracts 
on  a  noncompetitive  basis.  However,  due  to  the  lack  of  competition,  8(a) 
procurements  are  subject  to  additional  internal  audits  and  reviews  that  tend  to  slow 
down  the  process  and  inhibit  maximum  utilization  of  the  program. 

•  Labor  Surplus  Area  Set-Asides  restrict  competition  to  firms  that  agree  to  perform 
most  of  the  contract  work  in  areas  having  higher  than  average  unemployment,  even  if 
their  headquarters  are  not  located  in  these  areas.  Contracts  are  set  aside  when  enough 
qualified  firms  are  expected  to  bid  so  that  awards  will  be  made  at  fair  and  reasonable 
prices. 
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Subcontracts  for  Small  and  Small  Disadvantaged  Businesses    Federal  agencies  are 
required  to  make  certain  their  prime  contractors  establish  goals  for  awarding 
subcontracts  to  qualified  small  and  disadvantaged  firms.  Each  prime  contract  with  a 
total  value  of  $500,000  or  $1,000,000  for  construction  awarded  to  a  large  business 
must  specify  the  percentage  goals  proposed  for  subcontracts  with  such  firms  and  a 
description  of  how  those  goals  will  be  achieved 

Woman-Owned  Businesses    Executive  Order  12138  of  May  18,  1979,  requires 
Federal  agencies  to  take  affirmative  action  in  support  of  businesses  owned  by  women 
To  carry  our  this  order,  agencies  make  a  special  effort  to  advise  women  of  business 
opportunities,  and  eligible  woman-owned  firms  are  strongly  encouraged  to  participate 

Vietnam  Veterans    Although  there  are  no  statutory  requirements  for  awarding 
contracts  to  businesses  owned  by  Vietnam  veterans,  Federal  agencies  actively 
encourage  thern  to  seek  Government  contracts  and  to  participate,  where  eligible,  in 
some  of  the  other  preferential  programs  such  as  small  business  or  labor  surplus  area 
set-asides 

Mandatory  Source  Programs    If  they  are  offered  at  competitive  prices,  the  Federal 
Government  must  purchase  certain  goods  and  services  fi^om  workshops  for  the  blind 
and  severely  handicapped    The  Committee  for  Purchase  fi-om  the  Blind  and  Other 
Severely  Handicapped,  and  the  Federal  Prison  Industries  are  the  two  mandatory 
sources  within  this  program. 


Region  5 

GSA  Region  5  consists  of  the  states  of  Illinois  Indiana,  Michigan,  Minnesota,  Ohio,  and 
Wisconsin    We  are  responsible  for  the  construction,  maintenance,  security,  repair  and 
general  upkeep  of  GSA  owned  federal  office  buildings  in  these  states.  We  also  contract  to 
lease  office  space  when  there  is  not  enough  GSA-owned  vacant  space  available.  During 
the  fiscal  year  1991,  we  procured  about  $270  million  worth  of  services  here  in  Region  5 
Of  this,  about  66%  went  to  small  businesses,  about  3. 8%  went  to  minority  businesses 
(both  8a  and  non-8a  awards),  and  about  0  6%  to  woman  owned  businesses    In  FY92,  we 
purchased  a  total  of  about  $226  million  in  services,  of  which  about  59%  went  to  small 
businesses,  about  10.9%  to  minority  businesses,  and  about  2  1%  to  woman-owned 
businesses.  The  most  current  figures  (6/15/93)  for  FY93  indicate  that  we  have  awarded 
$97  million  in  prime  contracts  thus  far  in  FY93,  of  which  $70  million  (72%)  went  to  small 
businesses,  $18  3  million  (18.8%)  was  awarded  to  minority  businesses  (8a  and  non-8a 
combined)  and  $3.2  million  (3  29%)  to  woman-owned  businesses. 

The  significant  improvements  in  preferential  contracting  during  FY92  and  FY93,  for  the 
most  part,  can  be  attributable  to  a  heightened  awareness  toward  the  needs  of  small 
minority,  and  woman-owned  businesses  on  the  part  of  top  management  within  GSA   For 
example  our  national  management  information  system  known  as  EXECUTRAC  began 
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tracking  performance  in  preferential  contracting  solely  by  means  of  the  automated 
Government  Procurement  Data  System  (GPDS)  with  the  beginning  of  FY92    In  addition, 
regional  offices  were  asked  to  establish  special  task  forces  or  quality  imtiative  teams  to 
facilitate  and  encourage  regular  dialogue  among  the  various  contracting  activities  and  the 
staff  offices  that  monitor  and  report  contracting  activities  (Regional  Acquisition 
Management  StafTs{RAMS}  and  Business  Service  Centers{BSC}).  Here  in  Region  5  this 
special  task  force  was  coordinated  jointly  by  the  Direaors  of  RAMS  and  BSC,  and  met 
with  key  oflRcials  of  our  regional  contracting  activities  on  a  biweekly  or  monthly  basis  to 
plan  strategies  to  improve  preferential  contracting  performance    Some  of  the  major 
achievements  of  this  task  force  were  to  1)  increase  8(a)  contracting  awareness  within 
contracting  offices  by  inviting  Small  Business  Administration  (SBA)  representatives  to 
panicipate  in  some  of  our  regular  task  force  meetings  and  to  conduct  formal  training 
sessions  specifically  on  the  8(a)  program  for  our  regional  contracting  officials,  2)  the  BSC 
was  provided  access  to  the  automated  GPDS  reporting  system  to  enable  an  independent 
ongoing  review  of  preferential  contracting  accomplishments  in  relationship  to  the  planned 
objectives;(For  the  first  time  then,  preferential  contracting  accomplishments  could  be 
t.acked  against  the  plan  on  a  daily  or  weekly  basis  rather  than  quarterly  as  was  the  case 
under  the  previous  manual  system  of  reporting):  3)  the  increased  involvement  of  field 
offices  in  procurements  under  $25,000,  4)  the  establishment  of  targeted  outreach  activities 
in  the  form  of  breakfast  conferences  for  woman-owned  and  veteran-owned  businesses, 
and  5)the  elevation  of  preferential  contracting  reporting  as  a  regular  agenda  item  on  the 
regional  general  management  review  meetings. 

Specific  issues  and  questions  of  the  subcommittee 

1.  Extent  of  Small  Business  Contractine  and  Subcontracting    Please  provide  the 

following  regional  data,  GSA  Region  Five  Public  Building  Service's  (a)  Procurement 
and  contracting  goals  for  FY  91,  92  and  93,  and  (b)  the  numbers  and  total  $  values  of 
8(a)  contracts  broken  down  by  construction  and  services. 

(a)  The  tables  and  graphs  illustrated  in  appendix  A.  depict  the  regional  goals  and 
accomplishments  for  the  fiscal  years  1991,  1992,  and  through  June  15,  1993    All  our 
goals  are  based  on  a  %  of  total  prime  contract  dollars  awarded  during  the  period    The 
tables  depict  the  %  of  accomplishments  in  relationship  to  the  goals  as  well  as  the  total 
dollar  value  of  contracts  awarded  during  the  three  fiscal  years. 

(b)  The  breakdown  of  8(a)  contracts  by  construction  and  services  are  illustrated  in 
Appendix  B.  Region  5  does  not  have  major  procurement  responsibilities  for  any  supplies, 
therefore  there  were  no  8(a)  supply  contraas  during  FY91,  92  or  93. 

2.  Establishment  &  Monitorim  of  Goals.  Please  (a)  describe  (i)  how  GSA  goes  about  both 

establishing  and  implementing  the  target  goals  referenced  in  Ml,  (ii)  the  specific 
difficulties  which  GSA  encounters  in  doing  so,  providing  an  example,  and  (Hi)  how 
GSA  negotiates  with  prime  contractors  and  then  monitors  various  small  business 
subcontracting  goals  or  requirements  in  major  building  projects,  and  could  such  (or 
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other  GSA)  practices  serve  as  a  model  for  other  agencies?  (b)  Are  any  statutory 
changes  needed  which  would  help  increase  the  number  of  such  contracts? 

(i)  Preferential  contracting  goals  are  consolidated  from  each  of  the  procurement  activities 
in  the  Business  Service  Center.  The  goals  are  primarily  based  on  historical 
accomplishments  and  projections  of  expected  procurements  in  the  coming  fiscal  year. 
These  goals  are  formulated  during  the  third  quaner  of  the  current  fiscal  year,  so  that  the 
basis  for  projections  is  regional  performance  during  the  most  recent  complete  fiscal  year 
For  example,  FY93  goals  (formulated  during  the  3rd  quarter,  FY92),  were  based  primarily 
on  FY91  accomplishments  in  conjunction  with  projections  of  expeaed  procurements 
during  FY93.  Individual  Service  goals  are  then  consolidated  in  the  Business  Service 
Center  and  submitted  to  GS  A's  Office  of  Small  and  Disadvantaged  Business  Utilization  in 
Washington  DC.  Here  each  regional  submission  is  consolidated  into  a  national  projection 
which  is  then  negotiated  with  the  Small  Business  Administration    On  the  basis  of  these 
negotiations,  as  well  as  the  Administrator  of  GSA's  national  initiatives,  goals  are 
established  for  the  agency  and  then  broken  down  for  each  Service  and  Region    Final  goals 
are  then  distributed  to  the  Services  and  regional  Business  Service  Centers  and  are  then 
monitored  in  the  procurement  activities  and  the  Business  Sen/ice  Centers. 

Here  in  Region  5,  preferential  contracting  goals  are  regularly  monitored  by  the  Business 
Service  Center  and  addressed  at  quarterly  management  reviews  If  potential  shortfalls  are 
discovered,  special  meetings  are  convened  of  members  of  the  procurement  task  force. 
Potential  shortfalls  or  disturbing  trends  are  also  bought  to  the  attention  of  the  Regional 
Administrator  (RA)  and  then  to  Assistant  Regional  Administrators  at  the  weekly  RA's 
staff  meeting    On-line  access  to  the  GPDS  procurement  reporting  system,  by  the  BSC 
facilitates  the  early  detection  of  potential  shortfalls  and  significantly  increases  the  ability  to 
initiate  prompt  action  to  resolve  or  diminish  the  problem.  As  an  example,  a  potential 
shortfall  in  awards  to  woman-owned  businesses  early  during  FY93  led  to  the 
establishment  of  two  procurement  conferences  in  Chicago  geared  specifically  toward 
woman-owned  businesses  A  total  of  about  150  woman-business  owners  attended  these 
conferences  and  although  it  is  not  possible  to  attribute  the  improvement  in  awards  to 
women  business  owners  directly  to  the  conferences,  regional  performance  has  significantly 
improved  since  the  conferences  took  place. 

(ii)  From  a  regional  perspective,  if  there  is  a  weakness  in  the  goaling  system,  it  may  be 
perceived  as  one  of  timeliness    Because  of  the  one-year  time  lag  in  goal  establishment  (if 
prior  fiscal  year  data  is  the  basis)  the  system  has  a  built-in  time  delay   Projections  based 
on  the  first  two  quarters  of  the  current  year  when  establishing  goals,  do  not  provide  the 
necessary  accuracy  to  insure  realistic  objectives    However,  it  is  difficult  to  imagine  a 
system  that  could  use  the  most  recent  complete  fiscal  year  data  to  project  the  upcoming 
fiscal  year  without  delaying  the  assignment  of  goals  until  well  into  the  year 

(iii)  Under  normal  circumstances,  the  apparent  successfiil  offeror  is  required  to  submit  a 
subcontracting  plan  and  then  only  after  conclusion  of  the  negotiations    In  the  two  largest 
of  our  most  recent  major  construaion  projects  however,  we  have  tried  to  emphasize  the 
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importance  of  an  aggressive  subcontracting  plan  by  asking  for  the  plans  from  each  offeror, 
in  the  beginning  of  the  negotiation  cycle.  For  example,  in  the  Metcalfe  Building  in 
Chicago,  we  emphasized  the  importance  of  a  significant  subcontracting  program  by  first  of 
all,  making  a  statement  to  that  effect  right  in  the  Solicitation  for  Offers  and  requiring  that 
ail  offerors  submit  subcontracting  plans  with  their  initial  proposal,  so  that  they  could  be 
the  subject  of  our  negotiations    By  requiring  plans  up  front,  we  believed  that  offerors 
would  be  more  inclined  to  develop  aggressive  goals,  especially  -for  minority  and  woman- 
owned  businesses.  We  also  contracted  (under  the  8a  program)  for  the  compilation  of  a 
directory  of  minority  and  woman-owned  small  business  potential  subcontractors  that  was 
distributed  to  all  parties  who  expressed  an  interest  in  subnutting  a  proposal  on  the  project. 

The  developer,  as  part  of  its  subcontracting  proposal,  offered  "minimum  guaranteed" 
levels  of  subcontracting  and  placed  up  to  $1  million  of  its  compensation  at  risk  if  the 
guarantees  were  not  met.  The  goals  and  minimum  guarantees  of  the  developer's 
subcontracting  plan  for  the  Metcalfe  building  were: 

GOALS  MIN.  GUARANTEE  ACHIEVEMENTS 

Small  (majority  owned)  Business    10%  10%  13.1% 

Small  Disadvantaged  Business        40%  28%  30.3% 

Woman-Ov/ned  Small  Business      10%  7%  7.5% 

Out  of  the  total  project  cost  of  $153  million,  more  than  $101  million  worth  of 
subcontracts  were  awarded  for  this  project.  Of  this  amount,  more  than  $51  million  went 
to  ail  types  of  small  businesses  including  $38  million  to  disadvantaged  and  woman-owned 
firms.  The  subcontracting  and  affirmative  action  programs  for  the  project  were  monitored 
through  the  Chicago  Urban  League  that  had  an  on-site  representative  for  the  project. 
GSA  also  had  a  representative  monitoring  subcontracting  compliance  on  a  continuous 
basis. 

In  the  Detroit  IRS  Building  project,  we  also  required  subcontracting  plans  from  each 
offeror  prior  to  negotiations    In  addition  we  initiated  some  activities  that  were  not  done 
for  the  Metcalfe  Building  in  Chicago    For  instance,  we  held  a  type  of  "town  meeting" 
session  between  all  potential  developers  and  small,  minority,  and  woman-owned 
businesses  interested  in  becoming  a  subcontractor  on  the  project.  We  used  this  forum  to 
introduce  key  federal  officials  firom  GSA,  IRS  and  the  Department  of  Commerce's 
Minority  Business  Development  Agency,  and  to  explain  the  project  and  our  philosophy 
and  expeaations  regarding  significant  subcontracting  goals  (for  developers)  and 
opportunities  (for  subcontractors).  All  small  business  attendees  were  listed  in  a  directory 
put  together  by  our  regional  BSC  that  was  then  distributed  to  each  potential  developer  to 
be  used  to  establish  relationships  with  potential  subcontractors  prior  to  submission  of  their 
offers.  We  feel  these  efforts  communicated  to  all  potential  developers  our  commitment  to 
realistically  aggressive  subcontracting  goals  and  our  expectations  that  the  subcontracting 
plan  should  be  given  the  kind  of  attention  that  would  maximize  the  opportunities  for  small, 
minority,  and  woman-owned  businesses,  and  should  not  be  considered  as  an  afterthought 
in  the  process  of  negotiations. 
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As  was  the  case  in  Chicago,  the  Detroit  project  manager,  has  negotiated  an  extensive 
reporting  system  on  the  part  of  the  developer  to  insure  the  goals  are  achieved    For 
example,  monthly  meetings  between  GSA  and  an  independent  consulting  agency  hired  by 
the  developer,  have  been  established  to  review  the  progress  of  the  hiring  of  small,  small 
disadvantaged,  and  woman-owned  businesses.  GSA  will  also  hire  a  separate  independent 
contractor  to  monitor  the  developer's  compliance  with  all  aspects  of  the  subcontracting 
plan    Additionally,  the  developer  will  be  monitored  for  adherence  to  affirmative  action 
goals  and  local  minority  requirements  mandated  by  the  City  of  Detroit    The 
subcontracting  goals  that  have  been  included  as  part  of  the  Detroit  IRS  project  are  as 
follows: 

GOALS 

Small  (majority  owned)  Business  1 0% 

Small  Disadvanta*;ed  Business  30% 

Woman-Owned  Small  Business  7% 

Despite  the  extra  costs  involved  in  contraaing  for  independent  studies  and  panicipating  in 
regular  progress  review  meetings,  we  feel  the  resulting  benefits  far  outweigh  the  extra 
costs    Therefore,  some  of  the  initiatives  we  developed  for  these  two  projects  could  be 
adopted  by  other  federal  agencies  to  increase  the  participation  of  the  targeted  business 
groups  in  major  construaion  projects. 

(b)  (Statutory  Changes)  One  statutory  change  that  would  have  a  major  impact  on 
increasing  the  participation  of  small,  minority,  and  woman-owned  businesses  as 
subcontractors  on  major  federal  construction  projeas  would  be  to  eliminate  some  of  the 
restrictions  currently  hindering  an  aggressive  protege-mentor  program  on  the  part  of  the 
developer    Some  problems  we  experienced  with  the  Chicago  project  suggests  that  an 
aggressive  mentor  program  whereby  the  developer  establishes  a  close  relationship  with  a 
small  or  emerging  small  business  can  be  detrimental  if  that  relationship  is  seen  as  adversely 
aifecting  the  independence  of  the  protege    Current  guidelines  are  not  sufficient  to 
completely  take  advantage  of  the  many  benefits  accruing  fi-om  a  well  established, 
-ggressive  mentor  program. 

3.  Extent  of  Participation  In.  Concerns  about  and  Suggestions  for  Section  8(a) 
Program;  Please  discuss  any  concerns  about  or  problems  with  the  SBA  's  Section  8(a) 
program,  including  how  it  is  utilized,   (a)  Describe  the  difficulties  in  utilizing  section 
8(a)  contracts  for  construction  fincluding  repairs)  and  other  contracts,  including  any 
requirements  and  delays  arising  out  of  using  sole  source  contracts,  any  problems  with 
8(a)  firms  which  SBA  could  prevent  or  help  resolve,  and  the  adequacy  of  SBA  staffing 
in  terms  of  quality  and  quantity;  (b)  Suggest  improvements  in  procedures,  policy,  or 
staffing  which  would  help  overcome  these  problems  (including  8(a)  thresholds  on 
competitive  contracts. 
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(a)  Because  8(a)  contracts  are  considered  sole  source  procurements,  any  price  proposal  in 
excess  of  S500,000  must  be  the  subject  of  an  mtemal  GSA  audit    This  audit  requirement 
IS  often  not  compatible  with  our  need  to  award  most  contracts  during  the  fiscal  year  for 
which  the  fLinding  has  been  programmed    It  has  been  our  experience  that  these  audits  add 
a  minimum  of  three  months  to  our  procurement  lead  time,  particularly  if  the  firm  being 
audited  has  not  established  a  satisfactory  cost  accounting  system,  or  if  the  company 
records  are  not  completely  in  order    These  are  not  uncommon  problems  with  small 
construction  companies    Therefore  any  procurements  that  are  over  $500,000  and  are 
time-critical  already  have  two  strikes  against  them  in  consideration  for  potential  8(a) 
participation 

(b)  For  GSA  to  maximize  our  participation  in  the  8(a)  for  construction  contracts,  the 
present  Small  Business  Administration  policy  that  restricts  competitive  solicitations  to 
those  over  three  million  dollars  must  be  modified    Specifically,  a  reduction  from  three 
million  dollars  to  $500,000  as  the  competitive  threshold,  would  significantly  enhance  the 
ability  of  our  construction  contracting  officials  to  set  aside  procurements  for  8(a) 
panicipation 

(c)  Indicate  the  kinds  of  business  development,  technical,  financial,  marketing,  or 
other  assistance  yvhich  the  SBA  could  optimally  render  either  to  8(a)  firms  or  to  the 
GSA,  which  would  make  the  program  work  more  effectively  and  enable  it  to  increase 
the  number  of  contracts. 

Business  Development  Expense  (DDE)  fijnds  were  available  through  SBA  early  in  the 
program,  but  are  no  longer  available.    The  BDE  fijnds  were  controlled  by  SBA  and  used 
by  them  to  fund  for  disparities  between  the  agency  cost  estimates  and  the  best  offer 
negotiated  with  the  8(a)  firms.  For  example,  if  the  estimate  for  a  project  was  $100,000 
but  the  best  negotiated  price  with  the  8(a)  firm  was  $120,000,  the  price  would  not  be 
considered  either  fair  and  reasonable  or  acceptable  unless  SBA  had  the  funds  available  and 
transferred  to  GSA,  the  additional  $20,000  or  portion  of  that  amount  if  agreed  upon  by 
GSA    WTien  BDE  funds  were  available,  a  contract  could  be  awarded  at  a  fair  and 
reasonable  cost  to  GSA  and  the  8(a)  firm  would  receive  an  award  that  it  might  not 
otherwise  have  received  under  a  pure  competitive  basis. 

Another  suggestion  for  improvement  might  be  to  structure  the  8(a)  program  in  a  similar 
manner  as  the  current  small  business  and  labor  surplus  area  set-aside  programs    In  such  a 
scenario,  SBA  would  certify  a  firm  as  minority  owned  and  any  firm  so  certified  would  then 
be  eligible  to  compete  for  procurements  specifically  set-aside  for  minorities    Although  this 
can  be  considered  a  radical  change,  it  should  both  enhance  the  participation  of  minority 
businesses  as  well  as  greatly  simplify  the  current  8(a)  process 

An  increase  minority  business  participation  in  government  contracts  may  also  be  achieved 
through  subcontracting    If  a  special  "8(a)  Subcontract  Set-aside"  program  were 
established,  contracts  that  are  not  now  candidates  for  8(a)  award  due  to  size  or 
complexity,  could  be  "set-aside"  or  limited  exclusively  to  firms  that  would  agree  to 
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subcontract  ponions  of  the  project  to  8(a)  certified  firms  This  method  would  differ  from 
the  regular  subcontract  goaling  process  in  that  to  be  eligible  for  a  subcontract,  a  firm  must 
first  be  cenified  by  the  SBA  as  an  8(a)  firm. 

(d)  Discuss  SBA 's  optimal  role  in  the  process,  and  specify  which  objectives  of  the  8(a) 
program  should  be  given  priority. 

For  our  purposes,  the  SBA,  when  it  certifies  a  business  as  an  8(a)  firm,  provides  us  a 
much  needed  service  by  identifying  and  subsequently  attesting  to  the  validity  of  a  minority 
firm   Once  this  validity  is  established,  it  would  be  to  our  benefit  as  a  major  procurement 
aaivity  to  be  able  to  set-aside  procurements  exclusively  for  these  firms  if  that  change 
could  be  enacted    Should  an  8(a)  set  aside  program  prove  impractical  or  unobtainable,  the 
reinstitution  of  BDE  fiinds  as  discussed  earlier  should  be  given  top  priority. 

4.  Suggested  Improvements  in  other  SBA  or  MBDA  programs  or  private-sector 
models:   What,  if  any,  other  changes  would  improve  the  delivery  of  services  or  the 
effectiveness  of  other  programs  operated  by  the  SBA  or  the  Commerce  Department's 
Minority  Business  Development  Agency?  Is  there  anything  in  the  private  sector  which 
could  serve  as  a  model  foe  these  or  other  programs? 

There  is  a  need  for  improved  compilation  and  dissemination  of  information  relating  to 
procurements  in  the  under  $25,000  dollar  range.  The  prevalent  method  of  securing 
contrartors  for  jobs  under  $25,000  is  to  rely  on  a  hand  list  or  some  other  source  such  as 
the  yellow  pages  in  order  to  identify  small  or  minority  businesses  which  may  compete. 
The  SBA  currently  manages  a  program  referred  to  as  the  PASS  system  that  identifies 
potential  small,  minority  and  woman-owned  businesses  and  makes  this  information 
available  to  government  and  private  sector  contracting  officials.  Inherent  problems  with 
maintaining  current  information  especially  when  that  information  pertains  to  a  database  so 
volatile  and  dynamic  as  small  and  minority  business  limits  its  use  among  federal  agencies. 
If  the  SBA  was  able  to  receive  the  necessary  resources  to  expand  and  at  the  same  time 
increase  the  accuracy  or  the  PASS  system,  it  would  significantly  enhance  the  capabilities 
of  many  firms  that  are  not  now  on  any  "hand  list"  to  become  aware  of  potential  bidding 
opportunities.  Here  in  GSA,  Region  5,  we  are  in  the  process  of  instituting  a  database 
comparable  to  the  PASS  system  but  primarily  for  use  by  our  own  contraaing  officials    At 
our  small,  minority,  and  woman-owned  procurement  conferences  we  have  noticed  a  large 
pool  of  firms  that  are  primarily  interested  in  small  procurements  and  do  not  have  the 
capabilities  or  desire  to  bid  on  large  procurements.  Until  now,  we  have  provided  a 
direaory  of  federal  agencies  that  contracted  for  small  procurements  to  these  businesses 
and  advised  them  to  contact  these  agencies  directly  to  have  their  names  placed  on  each 
agency's  "hand-list."  As  an  alternative,  we  are  in  the  process  of  taking  a  proactive 
approach  v^th  these  types  of  businesses  by  establishing  an  electronic  bulletin  board  that 
will  be  used  by  our  contracting  officials  when  solicit  bidders  for  procurements  under 
$25,000.  By  carefully  screening  potential  businesses  by  our  BSC  prior  to  being  placed  on 
the  electronic  database,  we  can  help  eliminate  businesses  that  have  little  potential  for  our 


10 


190 


types  of  procurements  right  at  the  start  of  the  solicitation  cycle  and  hopefijlly  significantly 
reduce  the  workload  of  contracting  officials  in  locating  potential  bidders 

S.  Observations  on  role  of  U.S.  Government  procurement.  Please  set  forth  any 
observations  or  suggestions  on  how  other  Federal  agencies,  as  well  as  GSA,  could 
increase  the  number  and  amount  of  contracts  with  such  businesses. 

In  addition  to  the  difficulties  encountered  by  small,  minority,  and  woman-owned 
businesses  in  the  identification  of  bidding  opportunities  under  S25,000,  there  is  also  a  need 
to  address  the  difficulties  they  encounter  in  the  $25,000  to  $100,000  range    Even  though 
each  federal  agency  publishes  its  requirements  in  the  Department  of  Commerce  publication 
Commerce  Business  Daily,  it  is  very  difficult  for  small  or  medium-sized  companies  to  get 
good  instructional  or  bidding  assistance  in  a  timely  manner.  This  is  particularly  true  for 
companies  that  are  located  outside  the  major  procurement  areas  such  as  Chicago 
Furthermore,  many  government  agencies,  including  GSA,  generally  have  a  limited  data 
base  profile  to  do  source  selection  in  procurements  involving  telecommunications, 
automated  data  processing  services,  software  design,  real  estate,  and  architecture  and 
engineering  services. 

In  the  private  sector,  the  banking  industry  often  does  not  fiilly  understand  the  federal 
procurement  process  and  therefore  docs  not  provide  the  type  of  credit  required  by  small 
and  minority  companies  based  on  the  soundness  of  cash  receivables  from  the  federal 
sector. 

One  possible  solution  is  the  creation  of  a  government  wide  network  of  "Federal 
Procurement  Business  Centers  which  on  a  regional  basis  would  serve  the  small,  minority, 
and  woman-owned  businesses  more  thoroughly  than  is  now  possible    Each  regional 
location  would  be  staffed  by  personnel  fi'om  the  various  contracting  and  business 
assistance  activities  currently  existing  within  each  major  federal  procurement  activity 
GSA,  SB  A,  the  Environmental  Protection  Agency,  the  Department  of  Defense,  the 
Minority  Business  Development  Agency,  and  the  Department  of  Veteran  A£Fairs,  could 
serve  as  lead  agencies  and  staff  each  location  with  procurement  analysts,  contract 
administration  specialists,  loan  assistance  personnel  (possibly  from  the  private  banking 
sector),  plus  personnel  familiar  with  counseling,  computers,  and  business  planning. 
Funding  for  these  Centers  would  be  provided  by  Congress  and  would  be  on  a  yearly  basis 
depending  on  the  results  and  benefits  achieved  within  the  program  during  that  year  . 
Positions  could  also  be  developed  for  student  interns  in  business  administration,  so  as  to 
develop  a  bond  between  the  federal  sector  and  the  academic  community  on  a  "business" 
front    The  combination  of  federal,  private  and  academic  resources  to  improve  the 
accessibility  of  federal  contracting  to  small  and  emerging  small  businesses  should  result  in 
increased  opportunities  for  these  smaller  companies  to  share  in  the  federal  contraaing 
dollar. 

I  appreciate  this  opportunity  to  share  some  of  our  experiences,  thoughts  and  in  some 
cases  perhaps,  wishful  thinking  with  this  subcommittee.  I  realize  that  we  here  in 
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GSA  do  not  have  all  the  answers,  nor  do  we  know  where  to  begin  in  some  instances, 
but  we  feel  that  we  are  on  the  right  track  to  improving  preferential  contracting 
opportunities  for  small,  minority,  and  woman-owned  businesses.  I  would  be  pleased 
at  this  time  to  answer  any  questions  you  may  have  regarding  this  issue. 
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Region  5  goals  and  accomplishments,  FY  91,  92  and  93 


A( 

xomplisi 

iments 

Goals 

FY91 

FY92 

FY93 

FY  91 

FY92 

FY93 

Woman-Owned  Business 

0.6% 

2.1% 

3.3% 

1.3% 

0.9% 

0.5% 

8(a)  Awards 

2.2% 

4.1% 

6.5% 

4,0% 

3.8% 

2.1% 

Non  8(a)  (competitive)  Awards 

1.6% 

6.8% 

12.3% 

3.0% 

4.0% 

4.2% 

Small  Business 

66.1% 

58.9% 

72.1% 

67.2% 

70.8% 

55.8% 

Labor  Surplus  Area 

26.6% 

29.0% 

9.7% 

25.0% 

5.0% 

11.5% 

Accomplishments 
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5.0% 

4.0% 
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14.0% 

12.0% 

10.0% 

8.0% 

6.0% 

4.0% 

^      H 

2.0% 

0.0% 

1 

2                          C 

> 

-^ 

Oo//ar  y allies  (In  $000) 

FYai 

FY92 

FY93(to6/1M3) 

Woman-Owned  Business 

$1,740 

$4,829 

$3,204 

8<a)  Awards 

$5,874 

$9,390 

$6,322 

Non  8(a)  (competitive)  Awards 

$4,383 

$15,432 

$11,990 

Small  Business 

$178,377 

$133,521 

$70,148 

Labor  Surplus  Area 

$71,763 

$65,666 

$9,176 

Total  Awards 

$269,824 

$226,778 

$97,357 

-  1.4. 
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8(a)  Contracts  established  by  Region  5  FY91-93 


Building 

;  Services 

Construction 

FY  91 

Number 

11 

Dollar  Value 

$5,823,000 

Number 

s 

Dollar  Value 

$51,000 

FY92 

16 

7,254.000 

14 

2,136,000 

FY93 

13 

6,254,000 

11 

68,000 

16 
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Mr.  Spratt.  Thank  you.  Ms.  Jackson. 

Ms.  Jackson.  Thank  you.  Mr.  Chairman,  Hon.  Congressman 
Rush,  thank  you  for  allowing  me  to  appear  before  you  today  and 
address  GSA's  agencywide  initiatives  for  improving  the  small  busi- 
ness program. 

My  office  has  nationwide  responsibility  for  the  agency's  small 
business  program,  and  I  assure  you  that  GrSA  is  committed  to  the 
small  business  program.  We  spend  billions  of  dollars  annually  with 
small  businesses.  We  also  spend  millions  of  dollars  with  minority 
and  women-owned  businesses. 

Our  new  management  team  at  GSA.  Roger  Johnson  and  Julia 
Stash,  has  placeaa  high  priority  on  tne  agency's  small  business 
program.  In  fact,  our  new  Deputy  Administrator,  Julia  Stash,  is  re- 
sponsible for  a  current  initiative  we  have  to  estabhsh  a  mentor/pro- 
tege pilot  program  at  GSA.  Our  program  will  be  very  similar  to 
DOD's  pr<^am.  It  will  be  on  a  much  smaller  scale.  We  are  cur- 
rently working  out  the  details,  and  we  expect  this  program  to  be 
in  place  within  the  next  4  to  6  months.  We  will  be  looking  at  our 
prime  contractors  to  act  as  mentors  to  minority  and  women-owned 
businesses. 

We  are  placing  a  greater  emphasis  on  our  subcontracting  plans 
submitted  by  our  prime  contractors.  We  are  now  conducting  sub- 
contracting progpram  reviews  to  ensure  that  our  prime  contractors 
meet  the  goals  that  they  have  established  for  doing  business  with 
small  minority  and  women-owned  businesses. 

My  office  estabhshes  the  agencywide  goals  for  doing  business 
with  small  business,  minority  businesses,  and  Section  8(a)  procure- 
ments. Our  goals  are  based  on  historical  data  on  anticipated  pro- 
curements. We  also  take  into  consideration  the  govemmentwide 
goals  established  by  Public  Law  100-656.  We  not  only  try  to  meet 
the  20-percent  goal  established  for  small  businesses,  but  we  try  to 
exceed  it.  In  fiscal  year  1992,  42  percent  of  our  dollars  went  to 
small  businesses.  As  far  as  small  disadvantaged  businesses,  the 
govemmentwide  goal  is  5  percent.  In  fiscal  year  1992,  8  percent  of 
the  agency's  total  procurement  dollars  were  awarded  to  minority 
businesses. 

Two  years  ago  we  made  a  commitment  to  double  our  dollars 
under  tne  Section  8(a)  program.  We  have  doubled  our  dollars.  In 
fiscal  year  1992,  we  did  |l42  million  under  the  8(a)  program. 

GSA  has  an  aggressive  outreach  program.  We  sponsor  minority 
business  breakfast  meetings  in  21  mcgor  metropolitcui  cities,  in- 
cluding Chicago.  We  also  sponsor  at  least  two  small  business  con- 
ferences in  various  parts  of  the  country  annually.  We  sponsored  a 
conference  in  Phoenix,  AZ.  We  also  sponsored  a  conference  in  Chi- 
cago and  in  Detroit.  Our  next  conference  will  be  held  in  Los  Ange- 
les. 

GSA  also  has  12  Business  Service  Centers,  and  we  have  one  here 
in  Chicago.  Our  Business  Service  Centers  participate  in  con- 
ferences, workshops,  and  seminars — probably  over  300  annually. 

GSA  publishes  all  types  of  documents  to  assist  the  small  busi- 
ness community  in  their  marketing  efforts.  We  just  updated  our 
forecasts  of  GSA's  contracting  opportunities.  Small  businesses  can   I 
use  this  document  to  market  GSA  for  business.  Our  publication 
covers  a  3-year  period.  We  update  it  annually  and  soon  it  will  be 
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on  an  electronic  bulletin  board,  so  if  a  company  has  a  modem,  they 
will  be  able  to  call  up  and  get  online  information. 

We  also  publish  a  subcontracting  directory  twice  a  year.  This 
document  will  also  be  on  the  electronic  bulletin  board  and  compa- 
nies will  have  online  information. 

We  just  published  a  small  purchase  handbook  because  many  of 
our  procurements  are  $25,000  and  under.  We  spend  over  $400  mil- 
lion annually  for  the  maintenance  and  repair  of  our  Federal  build- 
ings. Businesses  can  use  this  document  to  market  our  building 
managers.  We  plan  to  publish  a  simple  document  in  Spanish  for 
the  Spanish-speaking  community. 

GSA  has  a  $2  billion  subcontracting  program.  Our  prime  contrac- 
tors award  approximately  35  percent  of  their  contracts  to  small 
business,  6  percent  to  minority  businesses,  and  approximately  3 
percent  to  women.  We  are  lookmg  to  increase  the  dollars  with  mi- 
norities and  women.  We  have  an  internal  goal  of  10  percent  for  mi- 
norities and  5  percent  for  women. 

GSA  is  also  looking  to  conduct  what  we  call  sensitivity  training 
for  our  3,000  contracting  officers  nationwide.  This  is  a  new  initia- 
tive and  will  probably  start  sometime  in  October, 

We  work  very  closely  with  SBA  and  the  Minority  Business  Devel- 
opment Agency  to  ensure  that  the  agency  awards  a  fair  proportion 
of  its  contracts  to  small  minority  and  women-owned  businesses, 

I  will  be  glad  to  answer  questions  after  this  panel  is  over.  Thank 
you. 

Mr.  Spratt.  And  we  will  proceed  with  the  rest  of  the  panel,  and 
then  we  will  put  questions  to  you  as  a  whole  panel. 

The  next  witness  is  Scott  Denniston  of  the  VA's  Office  of  Small 
and  Disadvantaged  Utilization. 

STATEMENT  OF  SCOTT  DENNISTON,  DIRECTOR,  OFFICE  OF 
SMALL  AND  DISADVANTAGED  BUSINESS  UTILIZATION,  DE- 
PARTMENT  OF  VETERANS'  AFFAIRS,  ACCOMPANIED  BY 
THOMAS  COOPER,  DIRECTOR,  VA  NATIONAL  ACQUISITION 
CENTER 

Mr.  Denniston.  Good  afternoon,  Mr.  Chairman,  Congressman 
Rush,  On  behalf  of  Secretary  Jesse  Brown,  it  is  my  privilege  to  be 
here  today  to  discuss  this  important  issue. 

The  Department  of  Veterans'  Affairs,  in  order  to  encourage  par- 
ticipation of  small  business  in  the  acquisition  process,  has  insti- 
tuted specific  practices  which  have  resulted  in  an  increase  in  small 
business  awards.  In  fiscal  year  1992,  37  percent  of  our  total  pro- 
curement was  awarded  to  small  business,  in  comparison  with  a 
govemmentwide  average  of  approximately  20  percent. 

We  actively  educate  small  Dusinesses  through  conferences  and 
seminars,  piiblish  comprehensive  forecasts  of  contracting  opportu- 
nities nationwide,  publish  a  vast  array  of  how  to  information,  "How 
to  do  business  witn  VA,"  and  we  stress  small  business  to  tne  VA 
contracting  personnel  in  a  number  of  areas. 

In  the  area  of  subcontracting,  we  have  adopted  a  practice  of  con- 
ducting small  and  small  disadvantaged  and  women-owned  business 
workshops  for  major  construction  proiects.  These  workshops  pro- 
vide an  excellent  opportunity  for  small  business  entrepreneurs  to 
have  an  awareness  of  the  planned  project  prior  to  any  initial  bid- 
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din^  or  before  any  construction  has  begun.  We  also  provide  large 
businesses  with  potential  small  and  small  disadvantaged  business 
and  women-owned  business  subcontractors,  and  review  subcontrac- 
tor plans  for  regulatory  compliance.  Once  a  mcgor  project  award  is 
made,  the  office  that  I  direct  is  responsible  for  assisting  the  con- 
tracting officers  to  monitor  subcontract  plan  performance  through- 
out the  life  of  the  contract. 

Analysts  from  my  office  conduct  socioeconomic  program  compli- 
ance reviews  of  VA  acquisition  activities.  They  review  procurement 
actions  to  verify  that  they  are  conducted  in  compUance  with  statu- 
tory, regulatory,  and  departmental  policies.  They  conduct  training 
on  tne  socioeconomic  programs  to  assure  that  contracting  personnel 
are  small  business  minded. 

Mr.  Chairman,  you  will  note  in  the  documents  that  I  have  sub- 
mitted that  the  participation  of  minority-owned  firms  in  our  sub- 
contracting program  has  increased  dramatically  from  $30  million  in 
fiscal  year  1991  to  over  $87  million  in  fiscal  year  1992.  Small  busi- 
nesses have  also  benefited  by  our  outreach  efforts.  Small  business 
subcontracting  increased  fi*om  $349  million  in  fiscal  year  1991  to 
$610  milHon  in  fiscal  year  1992. 

Another  indicator  of  the  adequacy  of  our  progp'am  efforts  is  the 
dollar  increase  in  contract  awards  to  small  business.  In  fiscal  year 
1991,  we  awarded  iust  over  $1  billion  to  small  business  and  in  fis- 
cal year  1992  small  business  received  almost  $1.5  billion.  Awards 
to  women-owned  businesses  totaled  $82  million  in  fiscal  year  1992, 
an  increase  of  22  percent  over  the  $67  million  awarded  in  fiscal 
year  1991. 

I  believe  the  program  areas  I  have  described  reflect  a  good  faith 
effort  on  the  part  of  VA  to  increase  the  participation  of  small  busi- 
nesses in  our  overall  contracting  program.  However,  there  is  a 
downside.  Awards  to  small  disadvantaged  businesses  are  not  at  the 
appropriate  level.  A  positive  step  has  been  taken  to  correct  this  de- 
ficiency. The  Secretary  of  Veterans'  Affairs  has  issued  a  wake-up 
call  to  all  of  VA's  contracting  activities.  On  March  10,  1993,  the 
Secretary  issued  a  directive  to  key  VA  officials  regarding  his  per- 
sonal commitment  to  increase  procurement  opportimities  for  minor- 
ity-owned and  women-owned  businesses.  I  have  attached  a  copy  of 
that  directive  to  the  written  testimony. 

Now  let  me  briefly  touch  upon  the  specific  issues  that  you  have 
raised.  First,  goals  and  accomplishments. 

Attached  for  the  record  is  the  report  of  VA's  goals  and  accom- 
plishments for  1991,  1992,  and  the  first  half  of  fiscal  year  1993. 
Also  attached  is  the  Department's  report  for  fiscal  years  1991  and 

1992  on  the  number  of  dollars  spent  in  each  msgor  category  under 
the  8(a)  program.  The  reports  on  the  contracts  awarded  by  the  De- 
partment under  the  8(a)  progpram  for  tiie  first  half  of  fiscal  year 

1993  and  those  awarded  by  the  National  Acquisition  Center  for  fis- 
cal years  1991,  1992,  and  the  first  half  of  1993  I  brought  with  me 
this  morning  and  they  are  attached  to  the  testimony. 

In  establishing  and  implementing  the  Department's  goals,  we 
first  identified  categories  of  procurements  for  which  smalibusiness 
set-aside  consideration  is  not  feasible.  Such  categories  include  utili- 
ties, construction  projects  in  excess  of  $10  million,  design  contracts 
for  these  projects,  and  National  Acquisition  Center  centralized  con- 
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tracts.  We  also  use  the  basis  of  projected  requirements  and  esti- 
niated  budget,  past  accomplishments,  and  one-time  unique  awards 
in  certain  categories.  We  establish  what  is  considered  reasonable 
and  achievable  goals  for  the  Department.  We  also  identify  require- 
ments early  in  the  planning  stage  for  suitability  for  set-aside  or  for 
placement  under  the  8(a)  program. 

Our  goals  are  then  negotiated  with  the  Small  Business  Adminis- 
tration and  are  passed  on  to  each  VA  contracting  activity. 

Most  Federal  agencies  use  the  time-tested  approaches  such  as  at- 
tending small  business  conferences,  conducting  workshops,  creating 
awareness  of  marketing  opportunities,  relying  on  SBA's  procure- 
ment automated  source  system,  the  PASS  system,  and  self-market- 
ing by  small  business  entrepreneurs.  VA  also  uses  these  same  ap- 
proaches. We  also  conduct  veteran-owned  business  conferences  that 
are  directed  to  veterans  in  business,  which  includes  disabled  veter- 
ans. In  furtherance  of  this  initiative  we  have  established  goals  for 
veterans  and  disabled  veteran-owned  small  business  with  each  pro- 
curement activity  within  VA. 

These  approaches  work,  but  not  as  well  as  educating  the  Federal 
contracting  officer  regarding  their  responsibilities  to  the  socio- 
economic program,  including  the  8(a)  program  and  the  capabilities 
of  small  business.  Also,  the  small  business  owner  must  be  educated 
regarding  the  contracting  officer's  responsibilities  as  described  in 
the  Federal  Acquisition  Regulation;  issues  of  quality,  timeliness 
and  capabilities  to  perform.  In  my  opinion,  there  must  be  a  balance 
in  training  as  well  as  business  development  and  monitoring  to  en- 
sure program  successes. 

My  comments  regarding  the  8(a)  program  are  based  on  VA's  ex- 
perience nationwide.  The  Chicago  area  is  not  unique  in  the  admin- 
istration of  the  8(a)  program,  llie  VA  has  had  far  more  successes 
than  failures  in  the  8(a)  program.  Traditionally,  VA  makes  its  8(a) 
goal  through  the  award  of  construction  contracts.  However,  we  are 
working  to  change  this.  Just  recently,  the  VA  National  Acquisition 
Center  awarded  a  $2.6  million  8(a)  contract  to  Dakota  Tnbal  In- 
dustries for  interment  flags.  The  Hines  Supply  Depot  just  outside 
of  Chicago  here  is  currently  negotiating  a  security  guard  contract. 
VA  is  beginning  to  look  beyond  construction  for  goal  accomplish- 
ment. Our  successes  are  directly  attributable  to  the  dedicated  busi- 
ness opportunity  specialists  of  SEA,  VA's  contracting  officers,  and 
the  8(a)  contractors  themselves.  Over  the  past  2  years,  SEA  has 
been  very  helpful  in  providing  8(a)  firms  on  very  short  notice. 

VA  has,  however,  experienced  some  difficulties  with  the  8(a)  pro- 
gram. Some  of  these  are:  One,  volume  bujring  at  quantities  beyond 
the  capabilities  of  the  8(a)  firms;  two,  high-cost  products  that  8(a) 
firms  do  not  generally  market  because  of  the  high-capital  invest- 
ment required;  three,  pricing  prevents  entry  into  me  depot  system; 
four.  8(a)  firms  are  imable  to  provide  performance  and  payment 
bonds;  five,  8(a)  firms  have  casn-flow  problems;  and  six,  VA  and 
8(a)  firms  in  some  instances  are  unable  to  negotiate  what  are  con- 
sidered fair  and  reasonable  prices  for  all  parties. 

For  the  most  part,  SEA  has  been  helpful  and  knowledgeable  with 
few  unreasonable  delays.  However,  we  believe  SEA's  problems  in- 
clude: IdentifVing  8(a)  firms  with  the  qualifications  to  perform,  in- 
cluding the  ability  to  bond;  slow  response  time  to  offering  letters; 
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slow  in  finalizing  contract  documents;  and  we  have  a  real  problem 
with  some  of  the  district  offices  in  SBA  with  their  new  automated 
telephone  system  where  you  do  not  get  to  talk  to  a  real  human 
body. 

We  beheve  deficiencies  also  exist  in  SBA's  business  development, 
technical,  financial,  marketing,  and  other  assistance  to  8(a)  firms. 
A  lack  of  funding  to  provide  loans  to  8(a)  firms  for  increased  capac- 
ity, a  lack  of  assistance  in  developing  pricing  during  negotiations, 
and  business  development  speciahsts  nave  far  too  many  8(a)  firms 
to  service. 

To  more  effectively  administer  the  8(a)  program,  we  believe  SBA 
must:  One,  visit  the  buving  offices  to  learn  of  opportimities  and  dis- 
cuss the  capabilities  of  the  local  8(a)  portfolios;  two,  place  a  high 
priority  on  contract  awards  and  responses  to  search  letters  in  order 
to  meet  agency  deadlines;  three,  recommend  8(a)  firms  located  in 
the  local  area  and  within  the  field  of  expertise  that  is  required  on 
the  particular  contract;  four^  participate  more  in  the  preparation  of 
the  cost  proposals  required  for  negotiations;  five,  take  a  more  active 
role  in  the  administration  of  the  8(a)  contract  after  award;  six,  pro- 
vide a  copy  of  the  8(a)  portfolio  to  each  buying  office  so  that  we 
know  what  the  capabilities  of  the  8(a)  portfolio  are;  seven,  provide 
a  simplified  procedure  for  awarding  contracts  within  the  small  pur- 
chase limitations;  and  eight,  allow  competition  for  procurements 
over  $500,000  when  two  or  more  8(a)  firms  are  capable  of  perform- 
ing, thereby  eliminating  the  need  for  audit  and  reducing  the  time 
required  to  execute  a  contract. 

To  the  contracting  officer,  the  8(a)  program  is  a  contracting  pro- 
gram. To  SBA,  the  8(a)  program  is  a  business  development  pro- 
gram. To  adequately  implement  the  8(a)  program,  we  beheve  it 
must  be  both  a  contracting  and  a  business  development  program 
with  the  contracting  officer  and  the  SBA  representative  both  clear- 
ly aware  of  the  other's  perspective. 

The  role  SBA  would  play  in  the  development  of  firms  would  de- 
pend on  the  particular  firm.  Some  would  need  more  monitoring  and 
assistance  than  others.  The  optimum  participation  would  be  at  the 
level  whereby  problems  were  handled  in  a  proactive  mode  rather 
than  a  reactive  mode.  SBA  business  opportunity  speciahsts  should 
have  a  caseload  that  gives  them  the  time  to  carefully  examine  each 
company  so  that  only  firms  that  can  successfully  perform  are  re- 
ferred to  contracting  officers.  This  would  require  a  more  intense 
business  development  effort  than  is  currently  being  expended. 

Mr.  Chairman,  this  concludes  my  oral  remarks  and  I  would  be 
pleased  to  answer  any  questions  at  the  end  of  the  testimony. 

Mr.  Spratt.  Thank  you,  Mr.  Denniston. 

Next  is  Ms.  Jane  Palsgrove  Butler.  Oh,  Mr.  Cooper,  did  you  want 
to  say  something? 

Mr.  Cooper.  No,  I  was  just  indicating  that  my  comments  are  in- 
corporated into  Mr.  Denniston's. 

Mr.  Spratt.  I  beg  your  pardon.  OK. 

[The  prepared  statement  of  Mr.  Denniston  follows:] 
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MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

I  AM  SCOTT  DENNISTON,  DIRECTOR,  OFHCE  OF  SMALL  AND 
DISADVANTAGED  BUSINESS  UTILIZATION  FOR  THE  DEPARTMENT  OF 
VETERANS  AFFAIRS. 

MR.  CHAIRMAN,  I  AM  PLEASED  TO  BE  HERE  THIS  MORNING  TO 
DISCUSS  THE  VA  ACTIONS  WITH  RESPECT  TO  THE  SMALL  BUSINESS 
PROGRAM  AND  THE  PROBLEMS  CONFRONTING  MINORITY  AND 
WOMEN-OWNED  BUSINESSES.  IN  ADDITION,  I  WILL  TOUCH  UPON  OUR 
EXPERIENCE  WITH  THE  SECTION  8(A)  PROGRAM. 

AS  YOU  HAVE  REQUESTED  MR.  CHAIRMAN,  WE  ARE  SUBMITnNG  OUR 
WRITTEN  TESTIMONY  FOR  THE  RECORD  AND  I  WILL  ATTEMPT  TO 
SUMMARIZE  THE  MAJOR  POINTS. 

THE  DEPARTMENT  OF  VETERANS  AFFAIRS,  IN  ORDER  TO  ENCOURAGE 
THE  PARTICIPATION  OF  SMALL  BUSINESS  IN  THE  ACQUISITION 
PROCESS,  HAS  INSTITUTED  SPECIFIC  PRACTICES  WHICH  HAVE 
RESULTED  IN  AN  INCREASE  IN  SMALL  BUSINESS  AWARDS.  IN  FISCAL 
YEAR  1992,  37  PERCENT  OF  TOTAL  PROCUREMENT  LESS  GSA  FSS  WAS 
AWARDED  TO  SMALL  BUSINESS,  IN  COMPARISON  TO  THE 
GOVERNMENTWIDE  AVERAGE  OF  APPROXIMATELY  20  PERCENT. 

FOR  EXAMPLE,  WE  HAVE  ADOPTED  A  PRACTICE  OF  CONDUCTING 
SMALL,  SMALL  DISADVANTAGED  AND  WOMEN-OWNED  BUSINESS 
WORKSHOPS  FOR  MAJOR  CONSTRUCTION  PROJECTS.  THESE 
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WORKSHOPS  PROVTOE  AN  EXCELLENT  OPPORTUNITY  FOR  SMALL 
BUSINESS  ENTREPRENEURS  TO  HAVE  AN  AWARENESS  OF  THE 
PLANNED  PROJECT  PRIOR  TO  ANY  INITIAL  BIDDING  OR  BEFORE  ANY 
CONSTRUCTION  HAS  BEGUN.  WE  ALSO  PROVIDE  LARGE  BUSINESSES 
WITH  POTENTIAL  SMALL  AND  SMALL  DISADVANTAGED  BUSINESS 
SUBCONTRACTORS  AND  REVIEW  SUBCONTRACTING  PLANS  FOR 
REGULATORY  COMPLIANCE.  ONCE  THE  MAJOR  PROJECT  AWARD  IS 
MADE,  THE  OFFICE  THAT  I  DIRECT  IS  RESPONSIBLE  FOR  ASSISTING 
THE  CONTRACTING  OFHCERS  TO  MONITOR  SUBCONTRACTING  PLAN 
PERFORMANCE. 

ANALYSTS  FROM  MY  OFHCE  CONDUCT  SOCIOECONOMIC  PROGRAM 
COMPLIANCE  REVIEWS  OF  VA  ACQUISITION  ACTIVITIES.  THEY 
REVIEW  PROCUREMENT  ACTIONS  TO  VERIFY  THAT  THEY  ARE 
CONDUCTED  IN  COMPLIANCE  WITH  STATUTORY,  REGULATORY,  AND 
DEPARTMENTAL  POLICIES.  THEY  CONDUCT  TRAINING  ON  THE 
SOCIOECONOMIC  PROGRAMS  TO  INSURE  THAT  CONTRACTING 
PERSONNEL  ARE  "SMALL  BUSINESS"  MINDED. 

MR.  CHAIRMAN,  YOU  WILL  NOTE  IN  THE  DOCUMENTS  THAT  I  HAVE 
SUBMITTED  THAT  THE  PARTICIPATION  OF  MINORITY-OWNED  FIRMS 
IN  OUR  SUBCONTRACTING  PROGRAM  HAS  INCREASED 
DRAMATICALLY  FROM  $30  MILLION  DOLLARS  IN  FISCAL  YEAR  1991  TO 
OVER  $87  MILUON  DOLLARS  IN  FISCAL  YEAR  1992.  SMALL  BUSINESS 
ALSO  BENEFITED  BY  OUR  OUTREACH  SUBCONTRACTING  PROGRAM. 
OUR  SMALL  BUSINESS  SUBCONTRACTING  INCREASED  FROM  $349 
MILUON  IN  FISCAL  YEAR  1991  TO  $610  MILUON  IN  FISCAL  YEAR  1992. 
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ANOTHER  INDICATOR  OF  THE  ADEQUACY  OF  OUR  PROGRAM  EFFORTS 
IS  THE  DOLLAR  INCREASE  IN  CONTRACTS  AWARDED  TO  SMALL 
BUSINESS.  IN  FISCAL  YEAR  1991,  WE  AWARDED  JUST  OVER  ONE 
BILUON  DOLLARS  ($1,134,975,000)  AND  IN  FISCAL  YEAR  1992  SMALL 
BUSINESS  RECEIVED  ALMOST  ONE  AND  ONE-HALF  BILLION  DOLLARS 
($1,406,954,000).  AWARDS  TO  WOMEN-OWNED  BUSINESS  TOTALED  $82 
MILUON  IN  FISCAL  YEAR  1992,  AN  INCREASE  OF  22  PERCENT  OVER 
THE  $67  MILLION  AWARDED  IN  FISCAL  YEAR  1991. 

MR.  CHAIRMAN,  I  BELIEVE  THE  PROGRAM  AREAS  I  HAVE  DESCRIBED 
REFLECT  A  GOOD  FAITH  EFFORT  ON  OUR  PART  AND  OUR 
COMMITMENT  TO  EVCREASE  THE  PARTICIPATION  OF  SMALL  BUSINESS 
IN  OUR  OVERALL  CONTRACTING  PROGRAM.  HOWEVER,  THERE  IS  A 
DOWNSIDE  -  AWARDS  TO  SMALL  DISADVANTAGED  BUSINESSES  ARE 
NOT  AT  THE  APPROPRIATE  LEVEL.  A  POSITIVE  STEP  HAS  BEEN 
TAKEN  TO  CORRECT  THIS  APPARENT  DEFICIENCY.  THE  SECRETARY 
OF  VETERANS  AFFAIRS  HAS  ISSUED  A  "WAKE  UP"  CALL  TO  ALL  OF 
VA'S  CONTRACTING  ACTTVITIES.  ON  MARCH  10,  1993,  THE 
SECRETARY  ISSUED  A  DIRECTIVE  TO  KEY  VA  OmCIALS  REGARDING 
HIS  PERSONAL  COMMITMENT  TO  INCREASE  PROCUREMENT 
OPPORTUNITIES  FOR  MINORITY-OWNED  AND  WOMEN-OWNED 
BUSINESS.  I  HAVE  ATTACHED  A  COPY  OF  THE  SECRETARY'S 
MEMORANDUM  TO  MY  WRITTEN  TESTIMONY. 

NOW  LET  ME  BRIEFLY  TOUCH  UPON  THE  SPECIFIC  ISSUES  THAT  YOU 
HAVE  RAISED. 
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GOALS  AND  ACCOMPLTSHNfFNTS 

ATTACHED  FOR  THE  RECORD  IS  THE  REPORT  OF  VA'S  GOALS  AND 
ACCOMPLISHMENTS  FOR  FISCAL  YEARS  1991, 1992  AND  THE  FIRST 
HALF  OF  1993.  ALSO  ATTACHED  IS  THE  DEPARTMENT'S  REPORT  FOR 
FISCAL  YEARS  1991  AND  1992  ON  THE  NUMBER  OF  DOLLARS  SPENT  IN 
EACH  MAJOR  CATEGORY  UNDER  THE  8(A)  PROGRAM.  THE  REPORT 
ON  THE  CONTRACTS  AWARDED  BY  THE  DEPARTMENT  UNDER  THE  8(A) 
PROGRAM  FOR  THE  FIRST  HALF  OF  1993  AND  THOSE  AWARDED  BY 
THE  NATIONAL  ACQUISITION  CENTER  FOR  FY  1991,  1992,  AND  THE 
FIRST  HALF  OF  1993,  WITH  YOUR  APPROVAL,  WILL  BE  PROVIDED  AT  A 
LATER  DATE. 


METHOD  OF  ESTABLISHING  GOALS 

IN  ESTABLISHING  AND  IMPLEMENTING  THE  DEPARTMENT'S  GOALS 
WE  FIRST  IDENTIFY  CATEGORIES  OF  PROCUREMENTS  FOR  WHICH 
SMALL  BUSINESS  SET-ASIDE  CONSIDERATION  IS  NOT  FEASIBLE.  SUCH 
CATEGORIES  ARE  UTTLITIES;  CONSTRUCTION  PROJECTS  IN  EXCESS  OF 
$10  MILLION;  DESIGN  CONTRACTS  FOR  THESE  PROJECTS;  AND 
NATIONAL  ACQUISITION  CENTER  CENTRALIZED  CONTRACTS.  ON  THE 
BASIS  OF  PROJECTED  REQUIREMENTS  AND  ESTIMATED  BUDGET,  PAST 
ACCOMPLISHMENTS,  AND  ONE-TIME  UNIQUE  AWARDS  IN  CERTAIN 
CATEGORIES,  WE  ESTABLISH  WHAT  IS  CONSIDERED  REASONABLE 
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AND  ACHIEVABLE  GOALS  FOR  THE  DEPARTMENT.  WE  ALSO  IDENTIFY 
REQUIREMENTS  EARLY  IN  THE  PLANNING  STAGE  FOR  SUITABILITY 
FOR  SET-ASIDE  OR  FOR  PLACEMENT  UNDER  THE  8(A)  PROGRAM. 

THE  GOALS  ARE  NEGOTIATED  WITH  SBA  AND  ARE  PASSED  ON  TO 
EACH  VA  CONTRACTING  ACTIVITY. 


METHODS  TO  INCREASE  PROCUREMENT 

MR.  CHAIRMAN,  MOST  FEDERAL  AGENCIES  USE  THE  TIME  TESTED 
APPROACHES  SUCH  AS  ATTENDING  SMALL  BUSINESS  CONFERENCES, 
CONDUCTING  WORKSHOPS,  CREATING  AWARENESS  OF  MARKETING 
OPPORTUNITIES,  RELYING  ON  SBA'S  PROCUREMENT  AUTOMATED 
SOURCE  SYSTEM  (PASS)  AND  SELF  MARKETING  BY  SMALL  BUSINESS 
ENTREPRENEURS.  VA  USES  THE  SAME  APPROACHES.  WE  ALSO 
CONDUCT  VETERAN-OWNED  BUSINESS  CONFERENCES  THAT  ARE 
DIRECTED  TO  VETERANS  IN  BUSINESS,  WHICH  INCLUDES  DISABLED 
VETERANS.  IN  FURTHERANCE  OF  THIS  INITIATrVE  WE  HAVE 
ESTABLISHED  GOALS  FOR  VETERAN  AND  DISABLED  VETERAN-OWNED 
SMALL  BUSINESSES. 

THESE  APPROACHES  WORK,  BUT  NOT  AS  WELL  AS  EDUCATING  THE 
FEDERAL  CONTRACTING  OFFICER  REGARDING  THEIR 
RESPONSIBILrnES  TO  THE  SOCIOECONOMIC  PROGRAM  INCLUDING 
THE  8(A)  PROGRAM  AND  THE  CAPABILITIES  OF  SMALL  BUSINESS. 
ALSO  THE  SMALL  BUSINESS  OWNER  MUST  BE  EDUCATED  REGARDING 
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THE  CONTRACTING  OFFICER'S  RESPONSIBIUTIES  AS  DESCRIBED  IN 
THE  FEDERAL  ACQUISITION  REGULATION,  QUALITY,  TIMELINESS, 
AND  CAPABILITIES  TO  PERFORM.  IN  MY  OPINION,  THERE  MUST  BE  A 
BALANCE  IN  TRAINING  AS  WELL  AS  BUSINESS  DEVELOPMENT  AND 
MONITORING  TO  INSURE  PROGRAM  SUCCESS. 


SECTION  8  f  A)  PROGRAM 

MY  COMMENTS  REGARDING  THE  8(A)  PROGRAM  ARE  BASED  ON  VA'S 
EXPERIENCE  NATIONWIDE.  THE  CHICAGO  AREA  IS  NOT  UNIQUE  IN 
THE  ADMINISTRATION  OF  THE  8(A)  PROGRAM.  THE  VA  HAS  HAD  FAR 
MORE  SUCCESSES  THAN  FAILURES  WFTH  THE  8(A)  PROGRAM. 
TRADITIONALLY  VA  MAKES  ITS  8(A)  GOAL  THROUGH  THE  AWARD  OF 
CONSTRUCTION  CONTRACTS.  JUST  RECENTLY,  THE  VA  NATIONAL 
ACQUISITION  CENTER  AWARDED  A  $2.6  MILLION  8(A)  CONTRACT  TO 
DAKOTA  TRIBAL  INDUSTRIES  FOR  INTERMENT  FLAGS.  THE  HINES 
SUPPLY  DEPOT  IS  CURRENTLY  NEGOTIATING  A  SECURITY  GUARD 
CONTRACT.  VA  IS  BEGINNING  TO  LOOK  BEYOND  CONSTRUCTION  FOR 
GOAL  ACCOMPLISHMENT.  OUR  SUCCESSES  ARE  DIRECTLY 
ATTRIBUTED  TO  DEDICATED  BUSINESS  OPPORTUNITY  SPECLiUSTS, 
CONTRACTING  OFFICERS,  AND  8(A)  CONTRACTORS.  OVER  THE  PAST 
TWO  YEARS,  SBA  HAS  BEEN  VERY  HELPFUL  IN  PROVIDING  8(A)  FIRMS 
ON  VERY  SHORT  NOTICE. 


DIFFICULTIES  WITH  THE  8rA)  PROGRAM 
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THE  DDTICULTIES  THAT  VA  HAS  ENCOUNTERED  INCLUDE: 

o  VOLUME  BUYING  AT  QUANTmES  BEYOND  THE  CAPABILITIES 
OF  8(A)  FIRMS. 

o  HIGH  COST  PRODUCTS  THAT  8(A)  FIRMS  DO  NOT  GENERALLY 
MARKET  BECAUSE  OF  THE  HIGH  CAPITAL  INVESTMENT  REQUIRED. 

o  PRICING  PREVENTS  ENTRY  INTO  THE  DEPOT  SYSTEM. 

o  8(A)  FIRM  UNABLE  TO  PROVIDE  PERFORMANCE  AND  PAYMENT 
BONDS. 

o  CASH  FLOW  PROBLEMS. 

0  NEGOTIATING  PRICE. 

FOR  THE  MOST  PART,  SBA  HAS  BEEN  HELPFUL  AND  KNOWLEDGEABLE 
WITH  FEW  UNREASONABLE  DELAYS.  SBA  PROBLEMS  INCLUDE: 

o  IDENTIFYING  8(A)  FIRMS  WITH  THE  QUALIFICATIONS  TO 
PERFORM  INCLUDING  THE  ABHJTY  TO  OBTAIN  BONDING. 

o  SLOW  RESPONSE  TIME  TO  OFFERING  LETTERS. 

o  SLOW  IN  FINALIZING  CONTRACT  DOCUMENTS. 
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o  SBA'S  AUTOMATED  TELEPHONE  SYSTEM,  MAKES  IT  VERY 
DIFFICULT  TO  TALK  WITH  A  REPRESENTATIVE. 


DEFICIENCIES  IN  SBA  BUSINESS  DEVELOPMENT.  TECHNICAL. 
FBVANCUL.  MARKETING  OR  OTHER  ASSISTANCE. 

o  LACK  OF  FUNDING  TO  PROVIDE  LOANS  TO  8(A)  FIRMS  FOR 
INCREASED  MANUFACTURING  CAPACITY. 

o  ASSISTANCE  IN  DEVELOPING  PRICING  DURING 
NEGOTIATIONS. 

o  BUSINESS  DEVELOPMENT  SPECIALISTS  HAVE  TOO  MANY  8(A) 
FIRMS  TO  SERVICE. 


RECOMMENDATIONS  FOR  IMPROVEMENT 

o  VISIT  THE  BUYING  OmCES  TO  LEARN  OF  OPPORTUNITIES 
AND  DISCUSS  THE  CAPABILITIES  OF  THE  LOCAL  8(A)  PORTFOLIO. 

o  PLACE  A  HIGH  PRIORITY  ON  CONTRACT  AWARDS  AND 
RESPONSES  TO  SEARCH  LETTERS. 
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0  RECOMMEND  8(A)  FIRMS  LOCATED  IN  THE  LOCAL  AREA 
WITHIN  THEIR  FIELD  OF  EXPERTISE. 

o  PARTICIPATE  MORE  IN  THE  PREPARATION  OF  THE  COST 
PROPOSAL  REQUIRED  FOR  NEGOTIATIONS. 

o  TAKE  A  MORE  ACTIVE  ROLE  IN  THE  ADMINISTRATION  OF  THE 
8(A)  CONTRACT  AFTER  AWARD. 

o  PROVIDE  A  COPY  OF  THE  8(A)  PORTFOLIO  TO  EACH  BUYING 
OFFICE. 

o  PROVIDE  A  SIMPLIFIED  PROCEDURE  FOR  AWARDING 
CONTRACTS  WITHIN  THE  SMALL  PURCHASE  LIMITATION. 

o  ALLOW  COMPETITION  FOR  PROCUREMENTS  OVER  $500,000 
WHEN  TWO  OR  MORE  8(A)  FIRMS  ARE  CAPABLE  OF  PERFORMING, 
THEREBY  ELIMINATING  THE  NEED  FOR  AUDIT  AND  REDUCING  THE 
TIME  REQUIRED  FOR  EXECUTION  OF  A  CONTRACT. 


SBA'S  ROLE. 

TO  THE  CONTRACTING  OFFICER,  THE  8(A)  PROGRAM  IS  A 
CONTRACTING  PROGRAM.  TO  SBA,  THE  8(A)  PROGRAM  IS  A  BUSINESS 
DEVELOPMENT  PROGRAM.  TO  ADEQUATELY  IMPLEMENT  THE  8(A) 
PROGRAM,  IT  MUST  BE  BOTH  A  CONTRACTING  AND  A  BUSINESS 

10 
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DEVELOPMENT  PROGRAM,  WITH  THE  CONTRACTING  OFFICER  AND 
THE  SBA  REPRESENTATIVE  EACH  CLEARLY  AWARE  OF  THE  OTHER'S 
PERSPECTIVE. 

THE  ROLE  SBA  WOULD  PLAY  IN  THE  DEVELOPMENT  OF  FIRMS  WOULD 
DEPEND  ON  THE  PARTICULAR  FIRM.  SOME  WOULD  NEED  MORE 
MONITORING  AND  ASSISTANCE  THAN  OTHERS.  THE  OPTIMUM 
PARTICIPATION  WOULD  BE  AT  THE  LEVEL  WHEREBY  PROBLEMS 
WERE  HANDLED  IN  A  PROACTIVE  MODE  RATHER  THAN  A  REACTIVE 
MODE.  SBA  BUSINESS  OPPORTUNITY  SPECIALISTS  SHOULD  HAVE  A 
CASE  LOAD  THAT  GIVES  THEM  THE  TIME  TO  CAREFULLY  EXAMINE 
EACH  COMPANY  SO  THAT  ONLY  FIRMS  THAT  CAN  SUCCESSFULLY 
PERFORM  ARE  REFERRED  TO  CONTRACTING  OFFICERS.  THIS  WOULD 
REQUIRE  A  MORE  INTENSE  BUSINESS  DEVELOPMENT  EFFORT  THAN  IS 
CURRENTLY  EXPENDED. 

MR.  CHAIRMAN,  THIS  CONCLUDES  MY  ORAL  STATEMENT.  I  AM 
PREPARED  TO  ANSWER  ANY  QUESTIONS  THAT  YOU  MAY  HAVE. 


THANK  YOU 


11 
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Department  of  MeiTioranclum 

Veterans  Affairs 

MAR  1  0  1993 
The  Secretary  (00) 

Procurement  Opportunities  For  Minority-Owned  and  Women-Owned  Small  Business 

Administration  Heads,  Deputy  Assistant  Secretaries,  Other  Key  VACO  Officials  and  Field 
Facility  Directors 

1 .  With  the  assistance  of  the  Director,  Office  of  Small  and  Disadvantaged  Business 
Utilization,  I  have  reviewed  our  departmentwide  socioeconomic  procurement  goal 
achievements. 

2.  Although  our  accomplishments  are  laudable,  especially  in  our  achievement  of  $1 .4  billion 
awarded  to  small  business,  I  believe  that  we  can  do  better  in  two  specific  program  areas, 
awards  made  to  minority-owned  and  women-owned  smaU  business. 

3.  In  furtherance  of  the  President's  stated  commitment  to  assist  minority-owned  small 
business,  I  am  establishing  a  departmentwide  goal  of  5  percent  of  total  procurement  (excluding 
FSS  orders).  This  new  goal  will  be  substituted  for  any  you  may  have  previously  negotiated 
with  the  Office  of  Small  and  Disadvantaged  Business  Utilization  for  minority  direct  and 

8(a)  awards  and  will  be  effective  immediately. 

4.  I  am  also  personally  committed  to  increasing  the  participation  of  women-owned  small 
business  in  our  contracting  activities.   For  Fiscal  Year  1993  we  have  established  a  goal  of  $58 
million  for  women-owned  small  business.  However,  I  am  confident  that  our  contracting 
activities  through  the  use  of  innovative  outreach  can  reasonably  increase  this  goal  by 

20  percent. 

5.  I  intend  that  the  VA  be  at  the  forefront  of  enhancing  contracting  opportunities  for  minority- 
owned  and  women-owned  small  business  and  expect  your  full  cooperation  in  this  effort. 


Jesse  Brown 
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DEPARTMENTAL  GOALS  AND  ACCOMPUSHMENTS 

FY  1991 

FY  1992 

FY  1993 

IFIRSTHALFI 

TOTAL  PROCUREMENT 

GOAL 

«2,9O0,0OO,O0O 

$2,958,000,000 

$2,900,000,000 

ACTUAL 

$3,484,466,000 

$3,740,667,000 

$1,233,360,000 

%  OF  GOAL 

120.15% 

126.46% 

42.53% 

SMALL  BUSINESS 

GOAL 

$1,015,000,000 

$1,040,216,000 

$1,015,000,000 

ACTUAL 

»1, 134,975,000 

$1,406,954,000 

$329,699,000 

%  OF  GOAL 

111.82% 

135.26% 

32.48% 

%  OF  T/P 

32.57% 

37.61% 

26.73% 

MINORITY-OWNED 

GOAL 

$49,300,000 

$50,286,000 

$52,200,000 

ACTUAL 

$66,809,000 

$57,342,000 

$10,692,000 

%  OF  GOAL 

133.49% 

114.03% 

20.48% 

%  OF  T/P 

1.89% 

1.53% 

0.87% 

8IA) 

GOAL 

$58,000,000 

$50,286,000 

$52,200,000 

ACTUAL 

$65,127,000 

$68,575,000 

$7,098,000 

%  OF  GOAL 

112.29% 

136.37% 

13.60% 

%  OF  T/P 

1.87% 

1.83% 

0.58% 

WOMEN-OWNED 

GOAL 

$55,100,000. 

$55,160,000 

$63,800,000 

ACTUAL 

$67,487,000 

$82,585,000 

$15,161,000 

%  OF  GOAL 

122.48% 

149.72% 

23.76% 

%  OF  T/P 

1.94% 

2.21% 

1.23% 

LABOR  SURPLUS  AREA 

GOAL 

$232,000,000 

$295,800,000 

$435,000,000 

ACTUAL 

$509,398,000 

$692,376,000 

$137,069,000 

%  OF  GOAL 

219.57% 

234.07% 

31.51% 

%  OF  T/P 

14.62% 

18.51% 

11.11% 

TOTAL  SUBCONTRACTING 

GOAL 

$742,400,000 

$757,300,000 

$705,000,000 

ACTUAL 

$811,668,000 

$1,791,807,000 

$60,802,000 

PERCENT  ACHIEVED 

109.33% 

236.60% 

8.62% 

SUB/SMALL  BUSINESS 

GOAL 

$289,536,000 

$296,104,000 

$282,000,000 

ACTUAL 

$349,555,000 

$610,406,000 

$39,200,000 

%  OF  GOAL 

120.73% 

206.15% 

13.90% 

Page  1 
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DEPARTMENTAL  GOALS  AND  ACCOMPLISHMENTS 

FY  1991 

FY  1992 

FY  1993 

(FIRST  HALF) 

%  OF  TOTAL  SUBCONTRACTS 

43.07% 

34.07% 

64.47% 

SUB/MINORITY-OWNED 

GOAL 

♦42,317,000 

$43,166,000 

$35,250,000 

ACTUAL 

»30, 115,000 

»87,498,000 

$1,645,000 

%  OF  GOAL 

71.17% 

202.70% 

4.67% 

%  OF  TOTAL  SUBCONTRACTS 

3.71% 

4.88% 

2.71% 

Page  2 
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DEPARTMENT  OF  VETERANS  AFFAIRS                         \ 

OFFICE  OF  SMAU  AND  DISADVANTAGED  BUSINESS  UTILIZATION 

8IAI  ACCOMPLISHMENTS  FY  1991  -  FY  1992  -  (DOLLARS  IN  THOUSANDS! 

FY  1991 

FY  1992 

CATEGORY 

8(A>  DOLLARS 

8(AI  DOLLARS 

CONSTRUCTION 

»46,604 

$65,207 

MANUFACTURING 

$254 

$0 

MISCELLANEOUS 

$3,910 

$715 

NON  PROFESSIONAL  SERVICES 

$205 

$262 

PROFESSIONAL  SERVICES 

$12,314 

$1,806 

SUPPLIES 

$1,840 

$585 

GRAND  TOTAL 

$65,127 

$68,575 
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STA  TC  Of  ILLINOIS  ICXCLUDINO  THE  NATIONAL  ACQUISITION  CENTBRI 

PREPARED  BY:    OFFICE  OF  SMALL  AND  DISADVANTAGED  BUSINESS  UTILIZATION 

8(AI  ACCOMI'LISHMENTS  FY  1991  ■  FIRST  HALF  FY  1993  ■   (DOLLARS  IN  THOUSANDS! 

FY  1991 

FY  1992 

FY  1993 

CATEGORY 

8IA)  DOLLARS 

8(AI  DOLLARS 

8(A)  DOLLARS 

CONSTRUCTION 

$1,651 

»2,632 

»1,997 

MANUFACTURING 

$0 

*0 

»0 

MISCELLANEOUS 

$0 

«0 

$0 

NON  PROFESSIONAL  SERVICES 

$0 

$0 

$0 

PROFESSIONAL  SERVICES 

$0 

»0 

»0 

SUPPLIES 

*0 

$0 

)0 

GRAND  TOTAL 

»1,651 

♦2,632 

»1,997 
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D£PMTMENT  Of  VntMNS  AFFAIKS                         I 

Office  Of  SMALL  AMD  DISADVANTAGfO  BUSINESS  UTILIZATION' 

8(AI  ACCOMPUSHMENTS  fY  1991  ■  fIRST  HALf  Pf  1993  ■   (DOLLAfIS  IN  THOUSANDS! 

' 

fY1991 

FY  1992 

fY1993 

CATEGORY 

8IAI  DOLLARS 

8(A)  DOLLARS 

8(A)  DOLLARS 

CONSTRUCTION 

$46,604 

$65,207 

$12,131 

MANUFACTURING 

»2S4 

$0 

$0 

MISCEOANEOUS 

>3,910 

$715 

$1,150 

NON  PROFESSIONAL  SERVICES 

)205 

$262 

$279 

PROFESSIONAL  SERVICES 

$12,314 

$1,806 

$486 

SUPPLIES 

»1,840 

$585 

$0 

GRAND  TOTAL 

»65,127 

$68,575 

$14,048 
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NA  TIONAL  ACQUISITION  CENTCR  -  NINES,  ILLINOIS  \                                     \ 

PREPARED  BY:   OFFICE  OF  SMALL  AND  DISADVANTAGED  BUSINESS  UTILIZATION 

8IAI  ACCOMPLISHMENTS  FY  1991  -  FIRST  HALF  FY  1993  ■   (DOLLARS  IN  THOUSANDS) 

FY  1991 

FY  1992 

FY  1993 

CATEGORY 

8(AI  DOLLARS 

8(A|  DOLLARS 

8IAI  DOLLARS 

CONSTRUCTION 

»0 

$0 

$0 

MANUFACTURING 

$0 

$0 

$0 

MISCaiANEOUS 

*0 

$0 

$0 

NON  PROFESSIONAL  SERVICES 

»0 

$0 

$0 

PROFESSIONAL  SERVICES 

$0 

$0 

$0 

SUPPLIES 

$1,280 

$461 

$26 

GRAND  TOTAL 

$1,280 

$461 

$26 
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Mr.  Spratt.  Ms.  Butler. 

STATEMENT  OF  JANE  PALSGROVE  BUTLER,  DEPUTY  ASSOCI- 
ATE ADMINISTRATOR,  MINORITY  BUSINESS  AND  CAPITAL 
OWNERSHIP  DEVELOPMENT,  SMALL  BUSINESS  DEVELOP- 
MENT 

Ms.  Butler.  Good  afternoon,  Mr.  Chairman  and  Congressman 
Rush. 

Mr.  Spratt.  Could  vou  pull  the  mike  up  just  a  little  closer?  I 
think  it  would  be  helpml. 

Ms.  Butler.  I  am  happy  to  appear  before  vou  today  to  represent 
SBA's  Administrator  Erskine  Bowles  and  the  Associate  Adminis- 
trator for  the  Minority  Small  Business  and  Capital  Ownership  De- 
velopment Program,  Judith  Watts.  I  am  particularly  happy  to  be 
here  because  I  have  had  the  opportunity  to  hear  the  comments 
from  all  the  other  panelists,  and  believe  me,  SBA  is  very  interested 
in  seeking  public  comment  in  forums  such  as  this. 

In  the  interest  of  time,  I  am  going  to  greatly  reduce  the  amount 
of  testimony  that  I  read  from  my  written  testimony,  but  I  do  want 
to  give  you  some  insights  and  information  on  the  8(a)  program  and 
also  on  other  programs  that  are  available  from  SBA,  to  assist  firms 
that  are  owned  and  controlled  by  socially  and  economically  dis- 
advantaged individuals.  I  would  also  Uke  to  add  a  few  brief  com- 
ments not  included  in  my  written  testimony  in  response  to  some 
of  the  issues  raised  by  some  of  the  other  panelists. 

I  know  tJiat  each  of  you  is  very  familiar  with  the  8(a)  program, 
but  in  order  to  frame  my  comments,  I  would  like  to  provide  a  little 
outline  of  the  program. 

The  program  that  is  best  known  under  Minority  Small  Business 
and  Capital  Ownership  Development  is  the  8(a)  program.  Under 
this  program,  small  companies  owned  and  controlled  Iw  socially 
and  economically  disadvantaged  individuals  obtain  Federal  con- 
tracts, management  and  technical  assistance,  and  financing  assist- 
ance to  develop  their  businesses.  Under  8(a),  SBA  acts  as  a  prime 
contractor  and  enters  into  all  types  of  Federal  Government  con- 
tracts with  other  Government  departments  and  agencies.  We  then 
sdbcontract  the  performance  of  the  contracts  to  8(a)  participant 
firms.  These  contracts  generally  result,  as  the  witnesses  have  said 
today,  from  the  8(a)  firms'  own  marketing  efforts  and  thev  may  be 
awarded  on  either  a  sole  source  or  a  competitive  basis,  depending 
on  the  total  value  of  the  procurement.  And  I  would  add  that  it  ^vas 
Congress  that  established  the  competitive  thresholds  of  $3  million 
and  $5  million.  $5  million  for  contracts  that  are  classified  as  meinu- 
facturing  and  $3  million  for  all  other  industries. 

The  second  major  component  of  the  MSB&COD  programs  is  the 
management  and  technical  assistance  program  which  we  call 
colloquially  7(j).  after  the  section  of  the  Small  Business  Act  that 
gives  it  its  authority.  Under  7(j),  SBA  provides  management  and 
technical  assistance  to  8(a)  participant  firms,  to  socially  and  eco- 
nomically disadvantaged  individuals,  to  businesses  operated  in 
areas  of  low  income  or  high  unemployment,  and  to  those  firms  that 
are  owned  by  low  income  individuals. 

We  are  looking  at  ways  to  make  the  7(j)  management  and  tech- 
nical assistance  program  more  responsive  to  the  needs  of  our  cli- 
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ents.  Beginning  with  the  recently  released  solicitations  for  fiscal 
year  1994  7(i)  awards,  we  have  started  to  target  the  management 
and  technical  assistance  available  to  8(a)  firms  under  the  7(j)  pro- 
gram to  four  specific  areas  where  we  feel  it  is  most  badly  needed 
to  assist  our  firms.  These  are:  Marketing  assistance,  bid  and  pro- 
posal preparation,  accounting  systems,  and  specific  industry  exper- 
tise. 

SBA  provides  its  MSB&COD  services  through  a  network  of  pro- 
gpram-dedicated  personnel  who  are  located  in  our  central  office  and 
in  our  field  offices,  district  and  regions.  The  quality  of  the  edu- 
cation and  training  of  this  staff  has  frequently  been  raised  as  an 
issue  related  to  the  delivery  of  8(a)  prc^am  services.  Therefore,  I 
would  Uke  to  point  out  that  more  than  70  percent  of  the 
MSB&COD  work  force  have  bachelor  degrees  or  higher  and  50  per- 
cent of  those  individuals  hold  advanced  degrees.  In  addition,  over 
the  past  several  years,  SBA  has  undertaken  an  aggressive  formal 
training  program.  During  the  last  3  fiscal  years  alone,  nearly  every 
MSB&COD  staff  member  has  received  some  training,  either  in  pro- 
curement, program-specific  or  business  development  courses.  This 
effort  is  an  ongoing  effort  and  it  is  only  limited  by  the  resources 
that  are  available  to  us. 

In  addition  to  the  8(a)  and  7(j)  components  of  the  MSB&COD 
program,  the  office  also  provides  an  extensive  outreach  effort  and 
serves  as  a  conduit  to  encourage  maximum  participation  by  the  mi- 
nority small  business  commvmity  in  all  the  programs  and  services 
offered  by  SBA.  Key  among  these  programs  are  SBA's  various  loan 
programs;  and  in  addition,  we  provide  a  variety  of  programs  nec- 
essary to  develop  small  businesses,  including  the  surety  bond  guar- 
antee program,  which  has  been  mentioned  extensively  today; 
SCORE,  the  Service  Core  of  Retired  Executives;  small  business  in- 
novation research  program;  small  business  development  centers; 
and  the  small  business  investment  and  specialized  small  business 
investment  companies. 

At  present,  there  are  approximately  4,500  8(a)  program  partici- 
pants. These  firms  are  located  in  every  State  and  the  District  of 
Columbia  and  in  Puerto  Rico.  There  were  approximately  475  firms 
certified  and  approved  during  fiscal  year  1992.  During  that  fiscal 
year,  8(a)  participants  received  approximately  4,582  contracts  and 
the  value  of  all  contract  actions  was  $4.3  billion.  Since  the  incep- 
tion of  the  program  in  1968,  a  total  of  9,430  firms  have  participated 
and  we  have  been  responsible  for  the  award  of  almost  80,000  con- 
tracts with  a  value  of  approximately  $40  billion. 

These  contracts  are  in  virtually  every  industry — construction, 
manufacturing,  professional  and  nonprofessional  services,  and  re- 
search and  development.  In  fact,  the  participants  in  the  8(a)  pro- 
gram mirror  those  firms  that  sell  goods  and  services  in  Federal 
procurement  generally. 

Despite  a  controversial  past  and  present,  the  8(a)  program  re- 
mains the  most  effective  means  of  providing  minority-owned  busi- 
nesses with  access  to  significant  Federal  procurement  dollars.  I 
would  stress  that  the  program  has  evolved  through  legislative 
changes  that  were  designed  to  emphasize  the  nature  of  the  pro- 
gram as  a  business  development  program  rather  than  a  contracting 
program. 
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All  of  us,  from  Administrator  Bowles  down,  are  aware  that  the 
8(a)  program  needs  improvement.  We  recognize  the  fact  that,  we 
have  a  serious  resource  problem  that  calls  on  us  to  find  more  cre- 
ative means  of  utilizing  our  personnel  and  other  resources.  We  are 
strongly  committed  to  streamlining  our  processes  and  making  the 
program  more  user-friendly  for  8(a)  applicants  and  participants  as 
well  as  for  the  Federal  agencies  with  which  we  contract. 

One  area  where  we  have  already  made  a  great  deal  of  progress 
is  an  area  that  was  mentioned  in  testimony  earlier  this  morning. 
That  is  with  regard  to  our  automated  data  system.  This  system  is 
multifaceted,  but  to  date  we  have  designed  and  implemented  what 
we  call  CTS,  the  Certification  and  Tracking  System.  The  system 
will  track  all  applicants  for  program  participation  and  it  is  now  in 
use  in  our  central  office  and  in  our  processing  centers. 

Also,  just  2  weeks  ago,  we  piloted  the  first  part  of  our  Servicing 
and  Contracts  System.  This  system  will  provide  information  we 
have  not  previously  had  on  individual  firms  that  participate  in  the 
program.  It  will  allow  us  to  track  individually  the  firm  s  progress 
and  also  to  compile  data  which  can  be  reported  to  provide  a  more 
accurate  data  base  when  we  give  reports  to  Congress. 

Both  of  these  systems  are  ongoing  and  they  will  be  followed  by 
a  final  effort  which  will  tie  all  me  systems  together  and  provide  a 
data  repository  which  can  be  used  for  our  national  data  reporting. 

Any  plan  to  revitalize  the  8(a)  program  must  include  one  ele- 
ment— it  is  fundamental  and  indispensable  for  all  small  businesses, 
but  particularly  for  minority-owned  small  businesses — that  is  ac- 
cess to  capital.  Study  after  study,  report  aft^er  report  has  cited  the 
difficulties  that  small  minority-owned  firms  experience  in  obtaining 
capital.  It  is  one  of  the  most  formidable  obstacles  to  business  devel- 
opment and  success.  My  written  testimony  provides  information  on 
SBA's  various  financing  programs,  but  I  am  happy  to  note  today 
that  the  SBA  guarantee  loan  program  recently  received  a  new  au- 
thorization which  will  increase,  by  $3.2  billion,  the  amount  of 
money  available  for  the  SBA  loan  guarantee  program,  so  that  the 
total  fiscal  year  1993  allocation  is  now  $6.8  billion.  This  new  au- 
thorization makes  SBA  able  to  once  again  provide  financial  assist- 
ance in  the  form  of  loan  guarantees  to  minority-owned  £ind  other 
small  businesses. 

This  gives  you  a  very  brief  idea  of  the  direction  that  the 
MSB&COD  program  is  headed.  I  can  assure  you  that  both  Admin- 
istrator Bowles  and  Associate  Administrator  Watts  are  committed 
to  the  concept  of  revitalizing  the  Minority  Small  Business  and  Cap- 
ital Ownership  Development  Program.  I  would  like  to  thank  you 
again  for  inviting  me  here  today.  I  will  be  happy  to  answer  any 
questions  you  have  now  and  SBA  will  be  providing  more  detailed 
written  response  to  the  questions  you  previously  provided. 

[See  appendix  1  for  this  information.] 

Mr.  Spratt.  Thank  you  very  much. 

Mr.  Cooper,  before  going  to  Mr.  Smith,  I  did  not  mean  to  pass 
over  you.  If  you  have  anything  you  would  like  to  add  to  the  testi- 
mony of  Mr.  Denniston,  you  certain  have  that  opportunity. 
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Mr.  Cooper.  No,  Mr.  Chairman,  I  do  not.  Scott  and  I  got  to- 
gether previously  and  we  incorporated  my  comments  into  his  testi- 
mony. 

Mr.  Spratt.  ok,  fine.  The  record  will  note  that,  thank  you  very 
much. 

[The  prepared  statement  of  Ms.  Butler  follows:] 


\ 
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Good  morning  Mr.  Chairman  and  Members  of  the  Committee.   I  am 
happy  to  appear  before  you  today  to  represent  SBA's  Administrator 
Erskine  Bowles,  and  the  Associate  Administrator  for  the  Minority 
Small  Business  and  Capital  Ownership  Development  (MSB&COD) 
Program,  Judith  Watts. 

I  would  like  to  share  with  you  some  insights  and  information  on 
the  U.S.  Small  Business  Administration  Minority  Small  Business 
and  Capital  Ownership  Development  Program  as  well  as  other  SEA 
programs  which  are  available  to  assist  the  development  of  small 
businesses  owned  and  controlled  by  socially  and  economically 
disadvantaged  individuals. 

The  Minority  Small  Business  and  Capital  Ownership  Development 
program  is  a  multi-faceted  program  designed  to  develop  and 
promote  successful  business  ownership  by  socially  and 
economically  disadvantaged  individuals.   Its  components  include 
the  8(a)  business  development  program,  the  7(j)  management  and 
technical  assistance  program,  and  the  minority  small  business 
outreach  program. 

Under  8(a)  program  authority,  SBA  provides  a  wide  variety  of 
services  to  participant  firms,  including  business  development 
assistance;  help  in  identifying,  negotiating,  and  winning  federal 
contracts;  and  management  and  technical  assistance.   This,  of 
course,  is  in  addition  to  the  counselling  and  financial  services 
available  to  all  small  businesses  through  other  SBA  programs. 

For  those  of  you  who  are  not  very  familiar  with  the  various 
components  of  the  MSB  program,  I  will  briefly  outline  them. 
The  MSB&COD  component  that  is  best  known  is  the  8(a)  program. 
Under  this  program  small  companies  owned  by  socially  and 
economically  disadvantaged  citizens  can  obtain  Federal  Government 
contracts,  management  and  technical  assistance,  and  financing 
assistance  to  develop  their  businesses.   Under  8(a),  SBA  acts  as 
a  prime  contractor  and  enters  into  all  types  of  federal 
government  contracts  with  other  government  departments  and 
agencies.   SBA  then  subcontracts  contract  performance  to  eligible 
8(a)  firms.   These  contracts  generally  result  from  the  8(a) 
firm's  own  marketing  efforts,  and  may  be  awarded  on  either  a  sole 
source  or  competitive  basis,  depending  on  the  total  value  of  the 
procurement . 

The  second  major  component  of  the  MSB  program  is  the  management 
and  technical  assistance  program,  colloquially  known  as  the  7(j) 
program.   Under  this  program,  SBA  provides  management  and 
technical  assistance  to  8(a)  participant  firms,  socially  and 
economically  disadvantaged  individuals,  businesses  operating  in 
areas  of  low  income  or  high  unemployment,  and  to  those  firms 
owned  by  low-income  individuals. 
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In  addition  to  the  8(a)  and  7(j)  components,  the  Office  of 
MSB&COD  also  serves  as  a  conduit  to  encourage  maximum 
participation  by  the  minority  small  business  community  in  all  the 
programs  and  services  offered  by  SBA.   Key  among  these  programs 
are  SBA's  various  loan  programs  which  I  will  discuss  in  more 
detail  later.   In  addition,  there  are  other  SBA  and  affiliated 
programs  of  value  in  developing  small  disadvantaged  businesses. 
They  include  the  surety  bond  guarantee  program,  SCORE  (the 
Service  Corps  of  Retired  Executives),  the  Small  Business 
Innovation  Research  Program,  Small  Business  Development  Centers 
(SBDC) ,  and  the  Small  Business  Investment  Company  (SBIC)  Program. 

There  are  8(a)  program  participants  in  virtually  every  industry-- 
construction,  manufacturing,  research  and  development, 
professional  and  non-professional  services.   Contracts  awarded 
through  the  8(a)  program  have  covered  a  broad  spectrum  from  the 
provision  of  services  in  non-technical  areas  such  as  janitorial 
and  food  attendant  services,  to  the  provision  of  high-tech 
services,  such  as  computer  software  for  advanced  weapons  systems. 
Participants  in  the  8(a)  program  have  provided  goods  and  services 
to  support  NASA's  space  shuttle  program,  and  they  have  built 
satellites  and  radar  sites  for  drug  interdiction.   They  have 
provided  support  for  critical  military  exercises,  and  they  have 
been  responsible  for  renovating  structures  important  to  our 
Nation's  history.   We  believe  that  we  can  be  justifiably  proud  of 
the  accomplishments  of  8(a)  program  participants. 

At  present,  there  are  approximately  4355  8(a)  program 
participants  located  across  the  country  in  every  State,  the 
District  of  Columbia  and  Puerto  Rico.   This  figure  includes 
approximately  475  firms  certified  and  approved  for  program 
participation  during  fiscal  year  1992.   During  fiscal  year  1992, 
8(a)  program  participants  received  approximately  4582  contracts, 
with  the  total  of  all  contract  actions  valued  at  approximately 
$4.3  Billion.   Since  the  inception  of  the  8(a)  program  in  1968,  a 
total  of  9,430  firms  have  participated  in  the  8(a)  program.   The 
program  has  been  responsible  for  the  award  of  more  than  79,348 
contracts  valued  at  approximately  $40  billion. 

The  8(a)  program  began  in  1968  as  a  program  designed  to  provide 
access  to  the  economic  mainstream  for  firms  owned  by  socially  and 
economically  disadvantaged  individuals.   Over  the  years  the 
program  has  undergone  a  number  of  significant  legislative 
changes.   Most  recently,  in  1988,  Congress  enacted  legislation 
that  made  sweeping  changes  to  the  8(a)  program.   This  statute, 
the  Business  Opportunity  Development  Reform  Act  of  1988  (Public 
Law  100-656),  revised  the  8(a)  application  processing  structure, 
mandated  that  firms  participate  in  the  program  for  a  maximum  of 
nine  years,  introduced  competition  to  the  8(a)  contracting 
process,  created  an  8(a)  loan  program,  and  established  a 
requirement  that  participant  firms  maintain  an  appropriate  mix  of 
8(a)  and  non-8 (a)  revenues. 
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Despite  a  controversial  past  and  present  the  8(a)  program  remains 
the  most  effective  means  of  providing  minority  businesses  with 
access  to  significant  Federal  procurement  dollars.   I  would 
stress  that  the  program  has  evolved  through  legislative  changes 
to  emphasize  the  business  development  aspects  of  firms  with  a 
proven  track  record.   The  program  is  not  designed  to  bring 
instant  success  or  miracle  riches.   I  would  consider  it  more  like 
an  important  business  development  tool  rather  than  a  genie  in  a 
bottle. 

All  of  us,  from  Administrator  Bowles  down,  are  aware  that  the 
8(a)  program  needs  improvement.   We  recognize  the  fact  that  we 
have  a  serious  resource  problem  that  calls  on  us  to  find  more 
creative  means  of  utilizing  our  personnel  and  other  resources. 
We  are  strongly  committed  to  streamlining  our  processes  and 
making  the  program  more  user  friendly,  both  for  8(a) 
participants,  and  for  the  Federal  agencies  with  which  we 
contract. 

We  are  also  looking  at  ways  to  make  the  7(j)  management  and 
technical  assistance  program  more  responsive  to  the  needs  of  our 
clients.   Beginning  with  the  recently  released  solicitations  for 
FY  94  7(j)  awards,  we  have  started  to  target  the  management  and 
technical  assistance  available  to  8(a)  firms  under  the  7(j) 
program  to  four  specific  areas  that  are  most  important  for 
sustained  business  health:   marketing  assistance,  bid  and 
proposal  preparation,  accounting  systems,  and  industry  specific 
expertise. 

But  there  remains  one  element  -  a  fundamental,  indispensable  one 
that  must  be  addressed  before  we  can  say  that  we  have  put  in 
place  the  kind  of  program  that  will  get  the  job  done.   That 
element  is  access  to  capital.   Study  after  study  and  report  after 
report  cite  the  difficulties  small  and  minority  firms  experience 
in  obtaining  capital  as  the  most  formidable  obstacle  to  their 
success.   A  key  component  of  the  package  now  being  considered  is 
a  recommendation  that  SBA's  credit  programs  be  used  more 
extensively  to  expand  the  minority  business  community's  access  to 
capital. 

SEA  is  very  aware  of  the  critical  need  for  increasing  capital 
available  to  small  businesses  owned  by  disadvantaged  individuals. 
To  this  end,  SBA  is  invigorating  existing  programs  such  as  the 
Specialized  Small  Business  Investment  Company  (SSBIC)  program, 
formerly  The  Minority  Enterprise  Small  Business  Investment 
Company  (MESBIC)  program.   Minority-owned  firms  will  soon  begin 
seeing  the  benefits  that  the  enactment  of  the  new  SSBIC 
legislation  will  bring  in  terms  of  their  ability  to  find 
investment  capital.   In  accordance  with  recent  program  changes, 
SSBICs  will  be  allowed  to  secure  more  than  one  third  of  their 
private  capital  from  State  and  local  governments  and  to  secure 
investment  funds  from  both  public  and  private  pension  funds.   In 
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addition,  SSBICs  will  begin  providing  short  term  loans  to  meet 
borrowers'  contract  financing  needs. 

Financial  assistance  is  available  through  SBA's  many  lending 
programs — including  the  8(a)  direct  loan  program  for  eligible 
certified  firms.   Applicants  for  the  8(a)  direct  loan  program 
must  be  participants  in  the  8(a)  program  and  eligible  to  receive 
8(a)  contracts.   In  addition,  loans  may  be  made  through  lending 
institutions  under  SBA's  guaranty  programs.   The  President  and 
Congress  recently  authorized  an  additional  $3.2  billion  for  this 
program  for  fiscal  year  1993 — bringing  the  total  fiscal  year  1993 
figure  to  $6.8  billion. 

We  also  believe  that  8(a)  participants  and  other  minority  firms 
will  find  benefit  from  the  agency's  new  revolving  line  of  credit 
guaranty  program.   Loans  made  under  this  program  will  be  85 
percent  guaranteed  by  SBA,  and  will  be  secured  either  by  the 
borrower's  accounts  receivable  and  inventory  or  by  the  business' 
fixed  assets. 

Minority  firms  will  also  find  a  new  source  of  borrowed  capital 
through  SBA's  microloan  demonstration  pilot  program.   Under  this 
pilot,  SBA  has  made  funds  available  to  local  level,  community 
based,  non-profit  organizations  throughout  the  country  for  the 
purpose  of  lending  to  small  businesses.   The  loans  granted  will 
range  from  a  few  hundred  dollars  to  a  maximum  of  $25,000,  and  may 
be  used  to  purchase  fixed  assets  and  inventory,  and  for  working 
capital. 

I  would  also  like  to  mention  that  SBA  is  currently  examining  its 
existing  size  standards.   As  you  are  aware,  these  standards  are 
used  to  determine  eligibility  for  participation  in  all  of  SBA's 
programs.   In  testimony  before  the  House  Small  Business 
Subcommittee  on  Minority  Enterprise,  Finance  and  Urban 
Development  on  May  25,  1993,  Administrator  Bowles  stated  his 
intentions  to  re-propose  for  comment,  two  rules  to  simplify  SBA's 
size  standards.   The  rules  are  being  finalized  and  will  be 
published  for  public  comment  in  the  near  future. 

This  gives  you  an  idea  of  the  direction  the  MSB  program  and  other 
programs  within  the  Agency  are  headed.   I  can  assure  you  that 
both  Administrator  Bowles  and  the  Associate  Administrator  of  the 
MSB&COD  program,  Judith  Watts,  are  committed  to  the  concept  of 
revitalizing  the  Minority  Small  Business  and  Capital  Ownership 
Development  Program.   Again,  thank  you  for  inviting  me  here  to 
testify.   I  will  be  happy  to  answer  any  questions  that  you  may 
have. 
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Mr.  Spratt.  Our  next  witness  and  final  witness  is  the  District 
Director  of  the  U.S.  Small  Business  Administration,  Mr.  John  L. 
Smith.  Welcome  and  thank  you  for  coming. 

STATEMENT  OF  JOHN  L.  SMITH,  DISTRICT  DIRECTOR,  CHI- 
CAGO, SMALL  BUSINESS  ADMINISTRATION,  ACCOMPANIED 
BY  HOWARD  VON  DRUSKA,  ACTING  REGIONAL  ADMINIS- 
TRATOR, AND  GARY  PEALE,  ASSISTANT  REGIONAL  ADMINIS- 
TRATOR 

Mr.  Smith.  Mr.  Chairman,  Congressman  Rush,  members  of  the 
subcommittee,  it  is  a  pleasure  to  be  here  today  to  testify  and  I 
thank  you  for  the  opportunity. 

First,  I  would  like  to  introduce  some  of  the  folks  that  did  come 
with  me  fi-om  SBA.  They  are  sitting  over  here  in  the  back.  Howard 
Von  Druska  is  the  Acting  Regional  Administrator,  and  I  might  say 
too,  he  is  an  expert  on  surety lx)nds;  Anthony  McMahon 

Mr.  Spratt.  You  should  have  identified  him  earlier  this  morning, 
we  would  have  had  him  testify. 

Mr.  Smith.  I  was  going  to  suggest  that,  but  I  thought  it  would 
be  a  little  out  of  order  if  he  sat  at  the  table. 

Anthony  McMahon,  my  Deputy  District  Director  in  Chicago  at 
the  district;  Bob  Connor,  who  is  the  Assistant  District  Director  for 
Minority  Small  Business  in  the  district;  and  Robert  Kyler,  who 
happens  to  have  a  rather  unique  background — do  not  misconstrue 
this,  he  has  been  able  to  keep  a  job — he  is  now  the  Deputy  Re- 
gional Administrator,  formerly  the  Deputy  Associate  Administrator 
in  Washington  in  the  MSB  program.  He  was  also  the  Assistant  Re- 
gional Administrator  for  Minority  Small  Business  in  the  region  and 
at  one  time  with  me  as  the  Assistant  District  Director.  That  spans 
over  a  number  of  years,  so  he  has  had  lots  of  good  experience.  And 
then  Grary  Peale  who  is  presently  the  Assistant  Regional  Adminis- 
trator for  Minority  Small  Business. 

The  Chicago  dSstrict  office  of  SBA,  along  with  its  Springfield 
branch  is  responsible  for  the  delivery  of  a  mil  range  of  SBA  pro- 
grams delegated  to  field  offices  in  the  State  of  Illinois.  These  activi- 
ties include  financial  assistance,  business  development,  and  minor- 
ity small  business  capital  ownership  development.  My  comments 
today  will  focus  on  the  minority  business  programs. 

I  joined  SBA  in  1975  after  having  served  as  the  Regional  Direc- 
tor in  Chicago  for  the  U.S.  Commerce  Department's  Office  of  Mi- 
nority Business  Enterprise,  which  is  now  the  Minority  Business 
Development  Agency.  Because  of  my  backgpround,  I  brought  a  spe- 
cial interest  and  energy  to  the  MSB  program  of  this  office.  The 
record  shows  that  over  these  j^ears  we  have  enjoyed  some  very  sub- 
stantial successes  while  avoiding  the  embarrassments  that  oc- 
curred elsewhere  in  the  country.  I  attribute  our  accomphshments 
to  sound  management  and  a  commitment  to  the  mission  of  the  pro- 
gram. 

The  development  of  a  properly  staffed  and  trained  program  was 
no  easy  task  but  it  was  achieved  over  time.  In  a  program  which 
has  had  ever-increasing  regulatory  and  policy  requirements  with 
static  or  shrinking  human  resource  support,  hard  management  de- 
cisions, and  real  commitment  are  required.  A  case  in  point  for  this 
office  was  my  decision  to  assign  one  of  my  financial  program  loan 
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officers  to  the  MSB  program  as  a  full  time  employee  of  the  division. 
Though  this  generated  some  criticism  and  detracted  from  some  of 
the  loan  accomplishments,  it  brought  stability,  timely  and  full  reg- 
ulatory compliance,  and  a  sense  of  reasonable  accountability  in  a 
program  which  requires  management  to  make  risk  decisions  on  a 
constant  basis. 

During  my  first  years  in  managing  this  program,  I  have  gone 
from  a  position  of  virtually  total  authority  to  one  currently  of  only 
marginal  influence.  By  this  comment  I  mean  that  because  of  statu- 
tory changes,  I  no  longer  review  applications  for  admission  to  the 
8(a)  program;  I  no  longer  have  the  business  development  expense 
resource  to  utilize  in  contract  negotiations  or  client  capital  develop- 
ment; I  no  longer  have  an  advance  payment  program  to  facilitate 
contract  performance  for  firms  who  are  cash  poor  by  definition;  I 
no  longer  have  a  100-percent  guarantee  on  bank  loans  for  8(a) 
firms  but  rather  a  fully  subsidized  direct  loan  program  essentially 
restricted  to  manufacturing  firms.  By  force  of  personality,  I  am  still 
able  to  interject  the  office  in  the  negotiating  process,  jawboning  and 
cajoling  advantage  for  our  firms.  I  believe  that  in  government  pro- 
grams, whether  the  U.S.  Army,  NASA,  or  SBA,  reasonably  trained 
manpower  and  reasonably  qualified  leadership  all  equipped  with 
reasonable  tools  will  accomplish  their  mission.  I  believe  that  by 
holding  management  accountable  while  investing  in  the  appro- 
priate level  of  numan  and  programmatic  resources  that  the  MSB/ 
COD  mission  can  be  met  even  in  an  era  of  diminished  Federal  pro- 
curement. 

I  have  included  an  abundance  of  statistical  information  as  re- 
quested. These  reports  reflect,  among  other  things,  that  this  office 
in  fiscal  year  1991  generated  166  contracts  totaling  $122  million. 
And  by  the  way,  you  could  use  a  multiplier  in  there  and  probably 
propel  that  to  four  hundred  and  some  million  because  of  the  eco- 
nomic benefit  that  accrued.  Further,  in  fiscal  year  1992.  the  con- 
tract volume  jumped  to  201  contracts  totaling  $132  million,  with 
again  a  multiplier  for  it  to  about  half  a  billion  dollars.  This  rep- 
resents an  8-percent  increase  in  dollars  and  a  57-percent  increase 
in  numbers  of  contracts.  The  high  level  of  activity  of  this  office  I 
am  proud  to  point  out  is  35  and  42  percent  respectively  of  the  com- 
bined six  State  region  V  total  for  8(a)  contracting  in  numbers  of 
contracts  and  dollars  of  contracts.  These  performance  percentage 
levels  were  consistent  in  both  1991  and  1992.  The  budget  con- 
straints of  fiscal  year  1993  have  already  had  an  impact  on  the  op- 
erating unit  that  produced  these  numbers.  As  we  go  forward  with 
anticipated  operating  budget  cuts  of  17  percent  in  fiscal  year  1994, 
it  is  clear  that  this  continuously  expanding  portfolio  will  be  a  gross- 
ly understaffed  function.  Without  adequate  funding,  continued  com- 
pliance with  both  the  spirit  and  the  letter  of  the  law  and  with  regu- 
lations could  be  viewed  as  in  jeopardy.  As  agencies  such  as  SBA 
go  forward  with  shrinking  administrative  budgets,  some  serious  re- 
view of  program  structure  and  program  priorities  need  to  be  made. 

If  the  MSB  program  in  SBA  is  to  succeed,  we  must  rethink  the 
resource  commitment  being  made  and  change  the  best  efforts  goals 
established  by  contracting  agencies.  Until  the  job  performance 
plans  and  critical  job  elements  of  contracting  officers  in  agencies 
throughout  the  government  mirror  the  espoused  goals  of  their 
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agency,  we  will  not  see  these  contract  source  facilities  complement- 
ipg  the  demand  generated  bv  SBA's  goals  and  missions. 

I  can  only  allude  to  the  Community  Reinvestment  Act  as  an  ex- 
ample. This  act  of  Congress  was  lareely  given  lip  service  by  the 
banking  industry  until  teeth  were  added  to  it.  Just  so,  Federal  pro- 
curement goals  will  only  be  met  when  absolutely  mandated  by  the 
Chief  Executive.  I  will  put  parentheses  (President). 

The  MSB/COD  program  has  another  assistance  mechanism  of 
note  and  that  is  7y).  Under  a  Federtd  cooperative  agreement  with 
SEA,  Ralph  Moore  &  Associates  and  Loredo  and  Associates  provide 
managerial  and  technical  assistance  to  minority-owned  business 
firms.  During  fiscal  year  1992,  there  were  340  task  days  of  assist- 
ance provided  to  35  different  companies.  This  compares  to  340  task 
days  to  28  days  in  fiscal  year  1991.  The  program  helped  minority 
owners  with  loan  applications,  business  plans,  marketing  and  other 
business  management  concerns.  I  have  high  regard  for  these  and 
other  contractors  who  have  performed  these  duties  in  the  past.  I 
do,  however,  urge  that  some  thought  be  given  to  restructuring  this 
program  in  one  minor  way.  The  annual  competition  for  these  con- 
tracts is  burdensome  and  not  always  timely  in  the  budget  process. 
I  believe  we  could  better  serve  our  clients  as  we  would  also  7(j)  con- 
tractors if  we  estabhshed  a  12-month  contract  or  agreement  nego- 
tiated with  two  12-month  renewal  options  for  a  total  of  36  months. 
Congress  has  authorized  other  training  and  counsehng  programs 
for  8(a)  firms;  however,  these  have  never  been  funded  Dy  the  Ap- 
propriations Committee  and  the  Congress  for  delivery. 

Mr.  Chairman,  in  closing  I  want  to  stress  that  I  am  committed 
to  working  with  this  committee,  with  the  other  witnesses  here 
today,  and  especially  with  our  small  business  customers.  Thank 
you  for  the  opportunity  to  testify  and  I  welcome  questions. 

[The  prepared  statement  of  Mr.  Smith  follows:] 
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Kr.  Chairman,  and  Members  of  the  Committee, 

Tbank  you  for  the  opportunity  to  appear  before  you  today. 

The  Chicago  District  Office  of  the  Small  Business  Administration 
along  vitta  its  Springfield  Branch  Office  is  responsible  for  the 
delivery  of  the  full  range  of  SEA  programs  delegated  to  field  offices 
in  the  state  of  Illinois.   These  activities  include  Financial 
Assistance,  Business  Development  and  Minority  Small  Business  Capital 
Ownership  Development.   My  comments  today  will  focus  on  the  Minority 
Business  Programs. 

I  joined  the  SBA  in  1975  after  having  served  as  the  Regional 
Administrator  in  Chicago  for  the  O.S.  Commerce  Departments  Office  of 
Minority  Business  Enterprise.   Because  of  my  background  Z  brought  a 
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speolal  Intaraat  and  anergy  to  the  MSB/COD  Program  of  thia  offica. 
Tba  raeord  ahova  that  over  these  years  we  have  anjoyad  aoaa  vary 
substantial  aucoaaaea  while  avoiding  the  eobarraaaaanta  that  ooouxrad 
elsewhere  in  the  country.   I  attribute  our  accoBpliahaenta  to  aound 
managefflent  and  a  commitment  to  the  mission  of  the  program. 

The  development  of  a  properly  staffed  and  trained  program  waa  no 
easy  task  but  was  achieved  over  time.   In  a  program  which  haa  had  ever 
increasing  regulatory  and  policy  requirements  with  atatio  or  ahrinXing 
human  resource  aupport,  hard  management  decisions  and  real  comaltmant 
are  required.   A  case  in  point  for  this  office  was  my  decision  to 
assign  one  of  my  financial  program  loan  officers  to  the  MSB  program  as 
a  full  time  employee  of  the  division.   Though  this  generated  aome 
criticism  and  detracted  from  my  loan  program  accomplishments,  it 
brought  stability,  timely  and  full  regulatory  compliance  and  a  sense 
of  reasonable  accountability  in  a  program  which  requirea  management  to 
make  risk  decisions  on  a  constant  basis. 
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During  ay  first  years  in  managing  this  prograa,  Z  liav*  gon*  from 
a  position  of  virtually  total  authority  to  on*  currently  of  only 
marginal  influano*.   By  this  comment  I  mean  thati   Because  of  a 
statuatory  changes  Z  no  longer  review  applications  for  admission  to 
the  8(a)  program;  I  no  longer  have  the  Business  Development  Expense 
resource  to  utilize  in  contract  negotiation  or  client  capital 
development;  Z  no  longer  have  an  Advance  Payment  program  to  facilitate 
contract  performance  for  firms  who  are  cash  poor  by  definition;  Z  no 
longer  have  a  100%  guarantee  on  bank  loans  for  8(a)  firms  but  rather  a 
fully  subsidised  direct  loan  program  essentially  restricted  to 
manufacturing  firms.   By  force  of  personality  z  am  still  able   to 
interject  the  office  in  the  negotiating  process,  jawboning  and 
cajoling  advantage  for  our  firms,   z  believe  that  in  government 
progreuns  whether  the  U.S.  Army,  NASA  or  8BA  reasonably  trained 
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■anpovar  and  reasonably  qualified  leadership  all  aquippad  with 
reasonabla  tool*  will  accomplish  their  mission.   I  ballava  that 
holding  Banaqament  accountable  while  investing  in  the  approp^'lata 
laval  of  human  and  programmatic  resources  that  tha  MSB/COD  mission  can 
b«  met  even  in  an  era  of  diminished  Federal  Procurement. 

Z  have  included  an  abundance  of  statistical  information  as 
requested.   These  reports  reflect  among  other  things  that  this  office 
in  fiscal  year  1991  generated  166  contracts  to  clients  totalling  $122 
million  of  activity.   Further  in  fiscal  year  1992  the  contract  volume 
jumped  to  201  contracts  totalling  $132  million.   This  represents  an  8% 
increase  in  dollars  and  a  57%  increase  in  numbers  of  contracts.   The 
high  level  of  activity  of  this  office  I  am  proud  to  point  out  is  35% 
and  42%  respectively  of  the  combined  six  state  Region  V  total  for  8(a) 
contractin<7  in  nvunbers  of  contracts  and  dollars  of  contracts.    These 
performance  percentage  levels  were  consistent  in  both  1991  and  1992. 
The  budget  constraints  of  fiscal  year  1993  have  already  had  an  impact 
on  the  operating  unit  that  produced  these  numbers.    As  ve  go 
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forward  vith  antioipatcd  oparating  budgat  outa  of  17%  in  flaoal  1994 
it  ia  claar  that  thla  continuoualy  axpanding  portfolio  vill  ba  a 
grossly  undarataffad  funotion.   Without  adaquata  funding,  continuad 
eomplianoa  vith  both  tha  apirit  and  tha  lattar  of  tha  law  and  with 
regulations  could  ba  viewad  as  in  jeopardy.  Aa  agencies  such  as  8BA 
go  forward  with  shrinXing  administrative  budgets  some  serious  review 
of  program  structure  and  program  priorities  need  to  be  made. 

If  the  MSB/COD'S  8(a)  ProgrzuB  in  8BA  is  to  succeed  we  must  re- 
think the  resource  commitment  being  made  and  change  the  best  efforts 
goals  established  for  contracting  Agencies.   Until  the  job  performance 
plans  and  critical  job  elements  of  contracting  off icera  in  Agenciea 
throughout  the  government  mirror  the  espoused  goals  of  their  Agency  we 
will  not  see  these  contract  source  facilities  complimenting  the  demand 
generated  by  SBA's  goals  and  mission.   X  can  only  allude  to  the 
Community  Reinvestment  Act  (CRA)  as  an  example.  This  act  of  Congress 
was  largely  given  lip  service  by  the  banking  industry  until  teeth  wr^re 
added  to  the  law.   Just  so,  federal  procurement  goals  will  only  be 
met 
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when  absolutaly  nandated  by  the  Chief  Executive. 

The  MSB/COD  Program  has  another  assistance  aeohaiiisB  of  note  and 
that  is  7 (J)  call  contracting,   under  a  Federal  Cooperative  Agreeaont 
with  SBA,  Ralph  G.  Moore  t   Associates  and  Loredo  and  Xaeooiatae 
provide  managerial  and  technical  assistance  to  minority-owned  business 
firms.   During  FY  1992,  340  task  days  of  assistance  were  provided  to 
35  different  companies.   This  compares  with  340  task  days  to  28 
companies  in  FT  1991.   The  program  helped  minority  ovners  with  loan 
application,  business  plans,  marketing  and  other  business  management 
concerns.   Z  have  high  regard  for  these  and  other  contractors  who  have 
performed  these  duties  in  the  past.   I  do,  however,  urge  that  soma 
thought  be  given  to  restructuring  this  program  in  one  minor  way.   The 
annual  competition  for  these  contracts  is  burdensome  and  not  always 
timely  in  the  budget  process.   I  believe  we  could  better  serve  our 
clients  as  we  would  also  7 (J)  contractors  if  we  established  a  12  month 
contract  or  agreement  negotiated  with  two  12  month  renewal  options  for 
a  total  of  36  mouths.  Congress  has  authorized  other  training  and 
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oounsaling  programs  for  8(a)  firms  however  these  have  never  been 
fxmded  by  the  appropriations  committee  and  the  Congresa  for  delivery. 
MX.   Chairman,  in  closing  I  want  to  stress  that  X  am  committed  to 
working  with  this  committee,  with  the  other  witnesses  here  today 
especially  with  our  small  business  customers.  Thank  you  for  the 
opportunity  to  testify  today.   I  welcome  any  questions  you  may  have. 
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Mr.  Spratt.  Well  thank  you  very  much  for  your  forthright  testi- 
mony, we  appreciate  it.  With  Mr.  Rush's  indulgence,  I  might  ask 
just  a  couple  of  questions  because  I  may  have  to  leave  earher  than 
he  would  Hke  to,  in  order  to  get  my  plane  back  to  Washington. 

One  particular  issue  is  staffing.  You  alluded  to  it  in  your  testi- 
mony and  others  have  alluded  to  it  today.  It  is  our  understanding 
that  there  were  three  experienced  SBA  employees  in  your  office 
who  recently  retired  and  that  has  left  you  witii  just  one  business 
opportunity  specialist  to  handle  120  8(a)  contractors  in  this  imme- 
diate area.  Does  that  leave  you,  to  say  the  least,  short  handed?  Are 
you  able  to  fulfill  your  mission  with  that  number  of  staff? 

Mr.  Smith.  You  would  kind  of  call  that  an  understatement,  I 
suppose.  [Laughter.] 

We  did  have  a  breakthrough  thou^,  we  were  able  to  hire  one 
person  just  last  Friday.  But  yes,  it  does  leave  us  grossly 
understaffed;  and,  of  course,  it  raises  questions  when  you  are  out 
here  at  this  end  of  the  horn  because  you  know  you  have  got  a  prior- 
ity program,  you  know  you  have  something  to  deliver,  but  Uien  how 
do  you  get  that  staff  replaced.  And  we  have  had  our  cutbacks,  as 
I  have  mentioned,  which  trickle  down  and  we  happened  to  be  at 
the  bottom  of  that  bucket  when  it  trickled.  I  think  I  attribute  a  lot 
of  it  to  the  fact  that  we  went  through  this  transition  between  ad- 
ministration A  and  administration  B.  And  that  has  left,  you  know, 
the  current  administration  in  the  position  where  they  are  trying  to 
meet  these  cuts  being  mandated  by  the  budget  process.  So  those 
vacancies  that  occur,  not  only  in  MSB  but  across  the  board,  hardly 
any  of  them  were  filled. 

Mr.  Spratt.  We  focused  earlier  today  quite  a  bit  on  performance 
bonds,  and  those  are  a  major  threshold  barrier.  But  you  note  that 
the  tools  at  your  disposal  have  actually  decreased,  diminished  over 
time,  and  you  noted  several  things  that  you  once  had  at  your  dis- 
posal that  you  no  longer  have,  such  as  an  advance  pavment  pro- 
gram; at  one  point  you  could  pay  in  advance  to  meet  the  working 
capital  requirements  of  small  contractors.  That  program  was  re- 
pealed? 

Mr.  Smith.  Well,  what  happened,  for  fiscal  year  1994,  it  is  not 
in  the  budget,  right  Jane? 

Ms.  Butler.  What  happened  was  under  the  Credit  Reform  Act, 
it  was  determined  to  be  a  credit  program.  In  the  past,  we  had  not 
classified  it  as  a  credit  program.  Once  it  was  determined  to  be  a 
credit  program,  then  it  needed  first  an  appropriation — we  thought 
we  could  take  care  of  the  appropriation  by  just  requesting  aodi- 
tional  funding — and  then  a  question  was  raised  in  Congress  about 
whether  we  actually  had  authorization  to  make  a  loan  pro-am 
under  8(a).  So  it  was  not  specifically  repealed,  but  it  died  by  virtue 
of  other  legislative  changes. 

Mr.  Spratt.  So  you  can  no  longer  make  an  advance  payment. 

Ms.  Butler.  We  have  no  funding  for  advance  payments. 

Mr.  Smith.  There  is  no  funding  in  there  for  advance  payments, 
and  of  course,  some  of  us  at  this  end;  you  know,  whenever  that  was 
classified  as  a  loan  program,  there  were  some  losses  in  there  as  far 
as  the  subsidy,  but  as  I  mentioned  earlier  in  my  testimony,  if  of- 
fices in  SBA  like  mine  would  devote  the  proper  resource,  even  if 
you  sacrificed,  to  have  someone  manage  that  advance  payment  ac- 
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count,  then  you  will  not  lose  any  money.  It  is  a  very  simple  process, 
monitor  the  account,  make  the  payments.  It  is  a  joint  bank  ac- 
count, but  it  does  give  that  8(a)  company  the  opportunit^r  to  have 
the  cash,  to  have  tne  working  capital  and  not  have  to  t^Jke  on  an- 
other partner  that  they  cannot  afford,  called  the  bank. 

Mr.  Spratt.  You  also  mentioned  the  100-percent  loan  guarantee. 
Of  course,  you  have  80-percent  loan  guarantees  now. 

Mr.  Smith.  Yes,  what  I  was  alluding  to  there  was  the  business 
development  expense  program.  And  wnat  that  virtually  did,  that 
provided  to  the  8(a)  concern,  the  opportunity  to  buy  equipment, 
production  equipment,  or  tooling,  to  be  competitive  on  a  contract. 
And  when  they  bought  that  equipment  upfront  through  business 
development,  then  they  gained  title  to  the  equipment,  once  they 
finished  the  contract.  The  idea  was  that  it  really  gave  us  a  very 
essential  business  development  tool,  because  that  contractor  then 
would  have  that  equipment  on  hand,  whether  he  is  in  construction 
or  whether  it  is  manufacturing.  They  go  out  to  bid  on  a  followup 
contract,  then  they  are  now  competitive  at  the  State  or  at  the  city 
level,  wherever  thev  may  go,  to  help  balance  their  8(a)  portfolios. 
So  we  have  seen  that  time  and  time  again,  that  it  worked.  But 
what  occurred,  they  changed  that  around  and  made  it  a  business 
development  loan  program  which,  in  my  estimation,  has  not  done 
the  job. 

Mr.  Spratt.  You  heard  the  discussion  earlier  today  about  raising 
the  threshold,  at  least  selectively,  in  some  cases  on  performance 
bonding,  surety  bonding,  for  certain  jobs.  In  your  opinion,  would 
that  help  make  business  opportunities  more  accessiole  for  small 
business? 

Mr.  Smith.  Yes,  I  think  it  would. 

Mr.  Spratt.  What  level  is  a  safe  level? 

Mr.  Smith.  I  am  not  quite  sure  what  a  safe  level  would  be.  I 
would  rather  have  my  surety  expert  over  here  deal  with  that. 

Mr.  Spratt.  Would  you  care  to  opine  and  give  us  your  advice 
about  exactly  how  we  could  adjust  the  performance  bonds? 

Mr.  Von  Druska.  I  think  our  maximum  on  the  surety  bond  pro- 
gram is  $1V4  million,  that  is  the  largest  contract  that  we  can  guar- 
antee a  bond  to.  But  the  average  bond  in  our  office  is  merely 
$100,000.  So  while  there  are  a  few  businesses  that  we  turn  down 
because  of  that  threshold,  there  are  not  a  lot.  So  I  would  like  to 
see  it  increased  to  cover  those  few  businesses 

Mr.  Spratt.  Now  you  are  talking  about  the  ceiling  rather  than 
the  floor. 

Mr.  Von  Druska.  Yes.  You  are  going  the  other  way? 

Mr.  Spratt.  I  am  going  the  other  way.  We  had  both  questions 
raised  this  morning.  So  what  you  are  saying  is  you  really  do  not 
bump  the  ceiling  that  often. 

Mr.  Von  Druska.  Not  often;  no,  we  do  not. 

Mr.  Spratt,  Now  if  we  were  to  dispense  with  the  threshold  or 
raise  the  threshold  in  some  cases,  then  the  government  would  sim- 
ply take  the  risk  on  $100,000,  $200,000,  or  $300,000  projects. 
Would  that,  in  your  opinion,  be  an  inordinate  risk  for  the  govern- 
ment to  take?  Would  we  lose  much  money? 

Mr.  Von  Druska.  When  you  mentioned  before,  when  we  were  sit- 
ting at  the  table,  what  it  does  is  that  the  government  uses  the  sur- 
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ety  as  their  underwriter  to  assess  the  risk.  Now  the  government 
then  would  have  to  do  that  itself,  and  aside  from  what  some  people 
mentioned,  GSA  has  the  capability.  I  wonder  if  some  of  the  agen- 
cies would  have  to  have  that  capability,  if  they  were  to  assume  it 
in-house.  So  you  would  have  to  have  that  risk  of  who  makes  the 
credit  judgment,  someone  has  to  make  it  regardless  of  the  size  of 
the  contract. 

Mr.  Spratt.  Well,  to  some  extent  you  are  making  those  judg- 
ments all  the  time  in  your  guaranteed  loan  program. 

Mr.  Von  Druska.  That  is  right,  and  we  make  it  all  the  time,  but 
we  have  people  trained  to  make  it. 

Mr.  Spratt.  And  you  also  have  a  btmk  out  there  making  a  credit 
judgment  in  taking  part  of  the  risk,  as  well. 

Mr.  Von  Druska.  If  they  were  to  be  on  a  preferred  program 
where  we  have  no  oversight  when  we  make  the  loan,  fine.  Those 
banks  are  the  ones  who  are  our  best  participants,  they  have  the 
trained  people,  and  they  have  an  excellent  track  record. 

I  should  mention,  our  surety  bond  program  has  a  very  low  rate 
of  default,  it  is  like  2.5  percent,  which  is  very  small.  So  the  subsidy 
rate  on  that  program  is  insignificant. 

Ms.  Butler.  I  have  some  national  statistics  for  fiscal  year  1992 
on  the  bond  program.  We  approved  30,657  bid  bonds,  which 
amounted  to  contract  opportunities  valued  at  $5.9  billion.  And  we 
approved  7,311  final  performance  and  payment  bonds  in  the 
amount  of  $1  million  in  guarantees  with  average  contract  value  at 
$138,000. 

Mr.  Spratt.  Well,  why  is  this  program  not  known?  Why  do  not 
more  subcontractors  find  it  to  be  tiie  solution  to  their  problem? 

Mr.  Von  Druska.  As  the  representative  for  K^ith,  the  agency 
has  been  doing  a  lot  of  business.  We  do  write  a  lot  of  bonds  and 
loans.  I  do  not  know  why  more  do  not  utilize  it.  Our  turndown  rate 
is  very,  very  small  and  our  loss  rate  is  very  small.  Some  people, 
of  course,  mentioned  the  contracts  that  were  rejected  or  had  trou- 
ble with  were  $5  million  contracts  and  of  course  that  is  beyond  our 
threshold.  So  maybe  in  that  category  of  $1  to  $10  million,  there 
may  be  a  big  gap  in  that  area,  I  would  not  know  that. 

Mr.  Spratt.  Yes.  A  question  about  what  I  would  call  TINA, 
Truth-in-Negotiations  Act,  was  raised^-or  a  problem  with  preaward 
audits,  and  postaward  audits,  too,  under  the  Truth-in-Negotiations 
Act.  And  there  was  some  suggestion  made  in  your  quarters,  I  be- 
lieve, that  we  have  disadvantaged  small  business  compete  more  on 
contracts  of  $500,000  or  more,  so  that  you  would  have  at  least  two 
parties,  not  a  sole  source  situation,  to  avoid  the  audit.  Is  this  a 
problem?  Is  it  a  problem  on  the  larger  contracts  to  generate  a  sec- 
ond competitor  so  you  can  dispense  with  the  preawani  audit? 

Mr.  Smith.  A  lot  of  times,  we  will  find  in  going  into — reaching 
out,  there  is  difficulty.  I  will  give  you  an  example.  We  had  a  con- 
struction contract  that  came  out  of  the  Corps  or  Engineers.  And  it 
was  for  the  State  of  Illinois,  it  was  down  in  the  southern  part  for 
a  lock  and  dam — ^looks  like  it  is  a  little  late  for  that  one.  [Laugh- 
ter.] 

But  we  had  this  lock  and  dam  project  and  it  went  competitive, 
it  had  a  $3  million  threshold  on  there,  and  it  was  over  the  three. 
We   only  had  two   contractors   and  one   was   determined  to  be 
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nonresponsive.  So  all  of  a  sudden  you  are  out  of  a  contract  alto- 
gether. 

I  would  think  increasing  especially  that  amount  for  competition 
on  construction  would  have  been  somewhat  reasonable,  because  it 
ended  up  going  8(a)  anyway. 

But  t^ere  is  another  issue  I  would  just  like  to  point  out  on  that 
particular  contract.  We  had  a  bonding  problem  because  the  contrac- 
tor, who  we  wanted  involved,  was  already  strung  out  and  he  could 
not  raise  a  sufficient  bond.  We  were  trying  to  get  a  bond  waiver, 
and  getting  a  bond  waiver  through  the  normal  process  of  bond 
waiver  became  a  little  bit  complicated  £ind  we  were  not  really  able 
to  achieve  it.  We  discovered  through  one  of  our  agents  through  the 
Small  Business  Development  Center  program  here  in  Illinois  that 
there  had  been  published  in  the  FederaJ  Register  last  August,  al- 
most a  year  prior  to  this  contract  coming  out,  a  revision  that  said 
contracts  under — up  to  $3  milHon  rather — in  construction,  being 
performed  by  an  8(a)  firm,  the  Defense  Department  at  that  time 
had  the  ability  to  waive  tne  bond  as  long  as  the  contractor  met 
three  conditions.  We  checked  it  out  and  the  contractor  met  the 
three  conditions.  We  went  back  to  the  Corps  of  Engineers,  they 
never  heard  of  it.  So  after  we  got  into  conversation  with  the  Corps, 
we  got  to  that  individual,  who  is  in  charge  of  these  buying  activi- 
ties, called  the  contracting  officer.  Well  the  contracting  officer  was 
totally  aghast  because  he  had  not  heard  of  it  either.  But  then  he 
later  said  to  me — and  I  had  gotten  involved  personally— he  said  to 
me,  well  I  do  not  think  we  want  to  do  this.  And  mv  reaction  was 
who  are  you  to  say  we  do  not  want  to  do  it.  So  I  called  the  Colonel 
in  the  Corps  that  heads  up  Louisville,  he  was  aware  of  it  and  then 
Bob  Kyler  over  here  checked  with  policy  in  Defense  in  Washington 
and  in  fact  there  had  been  contracts  awarded  on  the  military  side 
of  the  house,  plus  the  fact  also,  as  they  told  us,  it  applied  to  the 
civil  side.  So  we  had  to  then  go  back  and  let  them  know  that  the 
Corps — that  this  was  a  workable  solution  to  our  problem. 

We  did  get  it  accomplished,  but  I  guess  where  I  am  coming  from: 
First,  vou  had  a  threshold  that  precluded  competition;  second  we 
had  a  bonding  problem  which  you  are  going  to  find  a  lot  of  times 
with  minority  contractors  because  the  bond  is  issued  based  on  what 
is  outstanding.  So  if  you  are  already  at  your  bond  capacity,  you 
may  have  a  mntastic  opportunity  but  you  cannot  take  advantage 
of  it  because  you  cannot  get  a  bond. 

So  this  was  something  that  was  there.  So  again,  maybe  that 
same  kind  of  a  provision  could  be  passed  on  from  Defense  to  maybe 
some  of  the  other  activities  that  are  there. 

Ms.  Butler.  If  I  may,  if  we  could  go  back  to  the  issue  of  competi- 
tion. First  of  all,  I  would  like  to  say  it  is  not  usually  a  problem 
finding  more  than  one  firm  to  compete,  as  we  have  a  lot  of  firms 
that  are  capable  in  the  same  area.  So  generally  the  issue  of  finding 
competition  is  not  that  great. 

But  the  competition  as  a  new  aspect  in  the  8(a)  program  has  re- 
ceived mixed  reviews.  At  the  table  this  morning  what  you  hetird 
was  a  request  that  the  ceiling  be  lowered,  but  uiere  are  as  many 
agencies  that  do  not  like  competition  at  all  and  prefer  sole  source 
awards  because  they  can  talk  directly  to  the  firm  that  they  want, 
find  out  about  the  nrm's  capabilities  and  let  them  contract  directly 
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to  that  firm.  So  I  do  not  think  we  should  leave  here  today  with  the 
impression  that  competition  at  a  lower  level  is  necessarily  desired 
by  all  agencies,  and  even  among  8(a)  firms,  there  is  a  divergence 
of  opinion  because  you  have  to  remember  that  any  time  there  is  a 
competitive  procurement  as  opposed  to  sole  source,  it  is  a  very  ex- 
pensive process  in  terms  of  bid  and  proposal  preparation.  And  it  is 
not  directly  reimburseable,  so  firms  are  called  upon  to  spend  a 
great  deal  of  money  without  assurance  of  receiving  a  contract. 

Mr.  Spratt.  Good  point. 

I  am  going  to  have  to  take  leave  of  you  and  say  to  your  panel 
in  particular,  thank  you  very  much.  I  gained  much  from  your  testi- 
mony, the  specific  recommendations  from  GSA  and  SBA's  eluci- 
dation of  it,  and  VA's  obvious  earnest  interest  in  the  entire  pro- 
gram. Congressman  Rush,  I  am  taking  back  to  Washington  a  lot 
of  good  ideas  that  we  will  try  to  get  implemented  over  time.  And 
I  commend  you  for  bringing  me  out  here  to  Chicago  £ind  for  letting 
me  hear  these  good  people  testify.  I  have  found  it  extremely  in- 
formative and  useful. 

I  am  not  closing  the  hearing  by  any  means.  Congressman  Rush 
will  take  the  Chair.  The  only  reason  I  am  leaving  is  I  think  the 
next  flight  out  of  Chicago  does  not  have  a  set-aside  for  Congress- 
men, [laughter.] 

Mr.  Rush  [presiding].  Mr.  Chairman,  before  you  leave,  I  again 
want  to  reiterate  my  gratitude  and  my  delight  in  the  fact  that  you 
have  taken  some  time  out  of  your  busy  schedule  to  come  to  hear 
the  problems  that  were  presented  to  you  this  morning,  ^ain,  it  is 
an  indication  of  your  astute  capability  as  the  chairman  or  this  sub- 
committee, your  concern  for  the  plight  of  minority  and  women- 
owned  businesses  and  it  is  a  real  pleasure  working  with  you.  And 
I  would  ask  the  people  who  are  present  today  just  to  give  you  a 
round  of  applause. 

[Applause.] 

Mr.  Rush.  I  just  have  a  couple  of  questions  that  would  help  me. 

Obviously  we  have  three  different  agencies  here,  VA  and  GSA 
and  SBA.  My  question  is  for  Mr.  Smith.  I  do  not  want  to  put  you 
on  the  spot,  but  the  VA  and  GSA  are  here  because  they  have  got 
something  to  boast  about,  they  have  some  fairly  good  programs, 
they  are  on  the  mark,  they  are  moving  in  a  proactive  way  to  ad- 
dress the  concerns  of  all  of  us  and  the  concerns  of  minority  and 
women-owned  businesses.  There  are  some  agencies  who  are  not 
here,  and  the  chairman  this  morning  mentioned  HUD,  which 
brings  the  thought  to  me  that  again  there  is  an  imevenness  among 
the  different  agencies  in  terms  of  implementation  of  the  spirit  of 
minority  set-asides.  Can  you,  since  you  seem  to  be  a  person  who 
is  very  frank  and  you  have  indicated  the  strength  of  your  personal- 
ity, can  you  give  us  some  indication  of  the  departments  that  you 
tmnk  have  a  long  way  to  go  and  the  departments  that  are  moving 
forward?  I  do  not  want  to  put  you  on  the  spot,  but  I  would  like  to 
know  what  your  assessment  is. 

Mr.  Smith.  Well  I  think  the  accompHshment  of  the  departments 
is  directly  related  to  the  commitment  from  the  top  of  their  particu- 
lar department,  from  the  Secretary. 

Mr.  Rush.  Absolutely. 
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Mr.  Smith.  And  I  am  going  to  avoid  answering  your  question  di- 
rectly as  much  as  I  can.  But  this  is  the  wav  I  land  of  look  at  it. 
I  met  with  Steve  [Mr.  McSpadden  of  the  subcommittee  staff]  pre- 
liminary to  the  hearing  and  we  sat  down  and  talked.  And  I  said, 
you  know,  there  seems  to  have  been  a  tremendous  void  that  took 
place  for — ^the  magic  number  is  I  believe  12  years — and  during  that 
period,  it  was  almost  like  going  back  to  business  as  usual,  ^d  as 
I  alluded  in  the  testimony,  I  said  until  such  time  as  there  is  really 
an  articulation  from  the  very  top,  the  chief  executive,  the  Presi- 
dent, with  all  of  his  cabinet  people  saying  this  is  what  I  want  and 
this  is  what  I  want  to  achieve — I  saw  the  dynamics  of  that  take 
place  in  1977  and  there  was  a  lot  of  weeping  and  wailing  and 
gnashing  of  teeth,  but  the  job  was  beginning  to  get  done.  After 
that,  it  became  unpopular  to  talk  about  goals,  it  became  unpopular 
to  talk  about  set-asides  because  everything  was  viewed  in  a  context 
of  maybe  reversing  the  trend.  But  then  Sfler  the  1980  election,  it 
seemed  like  once  again  the  fox  was  given  the  chicken  coop  and  al- 
lowed to  do  basically  what  they  wanted  to  do. 

But  yet,  even  in  spite  of  that,  agencies  like  GSA,  for  example, 
have  tried  to  turn  around  and  overcome  that,  but  many,  many  of 
the  agencies  we  run  into,  we  run  into  the  resistance,  and  it  is  not 
at  the  top,  it  is  in  the  middle.  And  it  is  an  entity  in  the  middle, 
an  individual  who  holds  the  title  of  contracting  officer.  The  con- 
tracting officer  wields  an  inordinate  amount  of  power  in  these 
agencies,  and  their  word  is  law,  their  word  is  gospel,  and  as  they 
say,  that  is  as  it  is  going  to  be.  Until  such  time  as  some  area  of 
appeal  or  there  is  at  least  some  articulation  again  from  the  top 
down,  then  that  contracting  officer  is  going  to  do  what  they  bloody 
feel  like  doing.  They  will  say  I  have  a  warrant  unlimited  to  obligate 
the  government  for  zillions  of  dollars  and  I  am  not  going  to  jeop- 
ardize my  warrant  by  getting  involved  in  contracts  with  people  who 
may  not  be  able  to  deliver  on  time,  for  people  who  may  not  be  to- 
tally financially  capable,  people  who  do  not  nave  all  the  experience 
that  they  need.  But  by  God,  that  is  the  very  definition  of  the  people 
that  are  in  the  8(a)  pro-am.  So  somehow  or  another,  there  has  to 
be  a  coming  to  grips  with  the  fact,  if  we  had  people  that  were  to- 
tally on  board,  we  would  not  need  an  8(a)  program,  period.  And  you 
and  I  both  know  that  that  is  not  the  case. 

So  the  agencies  again  will  do  what  they  are  told  to  do,  they  will 
do  what  the  marching  orders  are.  Some  will  voluntarily  do  the 
thing  to  the  spirit  and  others  you  have  to  kind  of  drag  them  to  the 
front  line. 

Mr.  Rush.  Earlier  testimony  indicated  that  as  a  part  of  the  noti- 
fication process,  that  the  SBA  is  integrally  involved  in  the  notifica- 
tion process,  that  you  have  to  notify  the  contractors.  And  a  lot  of 
times  by  the  time  contractors  or  potential  contractors  get  notified, 
it  is  too  late  for  them  to  bid  on  the  contracts.  Can  you  address  that 
concern? 

Mr.  Smith.  That  is  a  concern,  especially  if  it  happens  to  be  one 
that  is  going  to  be  in  the  competitive  arena.  And  another  thing  is, 
as  somebody  had  mentioned,  I  do  not  think  it  myself,  but  it  was 
mentioned  that  once  it  appears  in  Commerce  Business  Daily, 
maybe  it  is  all  over  by  that  time,  somebody  has  already  decided 
which  way  they  want  to  go  and  maybe  people  already  have  got  bids 
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in,  who  knows.  One  of  the  advantages  of  the  8(a)  program,  and 
again  working  closehr  with  the  buying  activities,  is  that  we  get 
clued  in  on  some  of  the  contract  opportunities  that  are  coming 
down  the  pike  and  we  know  to  look  out  for  them.  So  that  is  when 
we  sent  out  our  letters  requesting  consideration  that  that  contract 
be  put  in  the  8(a)  program.  We  also  do  it  from  the  Commerce  Busi- 
ness Daily  as  well. 

But  some  of  them  come  out  under  a  short  timeframe  and  I  do  not 
know  what  can  be  done  about  that. 

Mr.  Rush.  Mr.  Peale,  I  have  a  question  relative  to  Hines  VA  Hos- 
pital. The  subcommittee  has  a  letter  dated  February  6,  1992,  from 
you  to  a  senior  VA  official  in  Chicago,  which  discusses  the  small 
number  of  8(a)  contracts  for  the  Hines  Medical  Center,  and  the  let- 
ter asks  at  several  points  that  VA  identify  problems  in  receiving 
8(a)  set-asides  and  to  ask  the  VA  to  work  together  to  make  sure 
that  the  program  was  more  acceptable.  How  did  VA  respond  to  that 
letter  and  did  they  have  any  concerns  and  what  were  those  specific 
concerns? 

Mr.  Peale.  No  meeting  ever  took  place.  Are  you  talking  about 
now  the  general  letter  to  the  Director  talking  about  the  8(a)  pro- 
gram? 

Mr.  Rush.  The  letter  dated  February  6,  1992,  from  Mr.  Donald 
P.  Dotson. 

Mr.  Peale.  OK.  No  meeting  ever  took  place.  I  guess  the  VA  at 
the  time  was  still  going  throu^  reorganization.  There  were  also 
some  changes  going  on  with  top  management  at  that  VA.  I  was  not 
in  the  office  and  they  talked  to  one  of  my  counterparts  and  we  de- 
cided that  it  would  not  be  in  our  best  interest  to  have  a  meeting, 
so  no  meeting  was  held. 

Precedent  to  that,  I  have  been  out  to  the  VA  on  a  number  of  oc- 
casions. I  think  it  was  back  in  September  or  October  of  1991, 1  and 
a  couple  of  my  staff  people  put  on  a  4-hour  training  session  for 
about  110,  120  contracting  people,  purchasing  agents  and  various 
VA  people  that  were  involved  in  the  procurement  process.  Since 
that  time,  almost  2  years,  we  really  have  not  seen  a  whole  lot  of 
increased  activity  in  certain  area.  Certain  parts  of  the  VA  are  sup- 
porting us  and  certain  parts  are  not. 

Mr.  Rush.  Would  the  VA  want  to  respond  to  that?  Specifically 
address  the  issue  of  the  Hines  Hospital,  if  you  would. 

Mr.  Denniston.  Sure,  thank  you. 

The  training  that  Mr.  Peale  discussed,  was  not  with  the  VA 
Hines  Hospital,  it  was  the  VA  National  Acquisition  Center,  which 
is  an  entirely  different  ball  game  in  that  the  National  Acquisition 
Center  buys  centrally  all  of  tJie  pharmaceuticals,  drugs,  medical/ 
surgical  supplies,  nonperishable  food  items  that  we  use  along  with 
major  medical  supplies  throughout  the  hospital  system.  That  has 
not  been  an  area  where  we  have  had  great  penetration  through  the 
8(a)  program.  My  opinion  of  that  is  generally  because  of  the  types 
of  products  and  the  volume  that  they  buy.  If  you  look  at  the  statis- 
tics of  the  National  Acquisition  Center  versus  the  Defense  Person- 
nel Center  in  Philadelphia,  which  is  very  similar  in  the  types  of 
commodities  that  are  purchased,  our  numbers  are  almost  neck  and 
neck,  because  we  compare  those  to  see  who  is  doing  best. 
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At  the  individual  medical  centers  in  the  Chicago  area,  of  which 
there  are  five,  Gary's  comment  is  well  taken  from  the  standpoint 
that  yes,  we  nave  some  that  are  very  supportive  of  the  8(a)  pro- 
gram, we  have  some  that  are  not  as  supportive  as  we  would  like 
to  see.  Mr.  Smith  mentioned  the  fact  though  of  the  all  powerfulness 
of  the  contracting  officers.  That  is  absolutely  true,  and  what  needs 
to  be  done,  as  Mr.  Smith  says,  there  has  got  to  be  top-down  inter- 
est in  the  programs. 

An  anecdotal  story  to  let  you  know  where  we  stand,  under  the 
previous  administration,  the  Administrator  of  SBA  came  to  VA, 
met  with  our  Secretary  at  that  time,  to  talk  about  how  VA  and 
SBA  could  work  better  together  and  when  she  [the  Administrator] 
was  done  with  her  discussion,  the  Secretary  said  that  in  his  opin- 
ion, SBA  and  SBA  programs  were  the  biggest  waste  of  taxpayers 
money  we  had  in  the  government,  as  opposed  to  our  current  Sec- 
retary who  has  taken  an  absolute  personal  interest  in  all  the  small 
business  programs.  And  I  think  that  what  you  are  going  to  find  is 
that  VA's  performance  nationwide  is  going  to  show  a  dramatic  in- 
crease, again  because  the  contracting  officers  now  realize  that  this 
is  a  priority  from  the  top. 

I  also  believe  that  contracting  officers,  as  part  of  their  perform- 
ance plan,  should  have  performance  against  the  socioeconomic 
goals  as  one  of  the  criteria  that  they  are  measured  against  for  per- 
formance. I  also  think  that  that  should  be  one  of  the  criteria  that 
is  in  the  plans  of  all  of  the  heads  of  the  contracting  activities,  not 
only  the  contracting  officers  but  their  management.  And  we  are 
working  in  that  direction. 

Mr.  Rush.  Now  the  Hines  Hospital,  how  many  minority  contracts 
were  let  relative  to  the  Hines  Hospital? 

Mr.  Denniston.  At  the  hospital  itself? 

Mr.  Rush.  Yes. 

Mr.  Denniston.  At  the  Hines  Hospital  for  fiscal  year  1991,  1  per- 
cent of  their  total  procurement  went  to  minority-owned  firms.  In 
fiscal  year  1992,  that  was  5  percent.  So  far  for  fiscal  year  1993, 
halfway  through  the  year,  we  are  back  down  to  1  percent. 

Mr.  Rush.  Back  down  to  what? 

Mr.  Denniston.  One  percent. 

Mr.  Rush.  So  notwithstanding  the  confusion  about  the  agency, 
there  is  still  a  problem  at  Hines  Hospital  in  terms  of  minority  con- 
tracting, is  that  right? 

Mr,  Denniston.  I  am  not  sure  I  agree  with  that.  And  the  reason 
I  say  that  is  because  again,  remember  that  the  preponderance  of 
our  8(a)  work  is  through  construction.  The  vast  majority  of  our  con- 
struction work,  because  of  the  way  that  our  budgetary  cycle  is  set 
up,  is  not  awarded  until  the  fourth  quarter  of  the  fiscal  year.  And 
in  a  letter  that  had  been  sent  asking  us  to  be  in  a  position  to  re- 
spond to  particular  offering  letters,  there  is  one  that  is  going  to 
SBA  this  week  from  the  Hmes  Hospital.  So  again,  I  think  at  the 
end  of  the  year,  we  are  going  to  see  an  improvement. 

Mr.  Rush.  I  am  going  to  monitor  this  fairly  closely.  OK?  Because 
I  am  really  concerned  ^out  the  opportunities  at  Hines  Hospital  for 
minority  and  women-owned  businesses.  And  will  you  keep  me  in- 
formed in  terms  of  what  your  results  are? 

Mr.  Denniston.  Absolutely,  be  glad  to. 
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Mr.  Rush.  And  if  you  have  problems,  will  you  let  me  know  about 
whatever  problems  you  might  have? 

Ms.  Jackson,  this  will  be  my  final  question.  Earlier  testimony  in- 
dicated Federal  agencies,  including  GSA,  discourage  MBE's  and 
WBE's  from  submitting  bids  by  making  8(a)  contractors  obtain  in- 
formation through  the  SBA.  Can  you— I  asked  Mr.  Smith  about 
that  and  I  would  like  to  get  your 

Ms.  Jackson.  GSA  piwlishes  a  forecast  which  lists  the  procure- 
ments targeted  under  the  8(a)  program  or  as  a  small  business  set- 
aside.  The  8(a)  companies  can  use  this  document  to  market  GSA, 
We  receive  a  substantial  number  of  search  letters,  however,  often 
they  do  not  identify  specific  requirements  or  it  is  a  search  letter  for 
something  that  we  do  not  buy.  If  Section  8(a)  firms  use  the  forecast 
to  identify  contracting  opportunities,  they  will  have  a  better  chance 
of  identifying  8(a)  contracting  opportunities  and  winning  awards. 

Mr.  Rush.  How  do  you  feel  about  the  proposal  to  have  a  central- 
ized procurement  entibr  within  the  Federal  Government? 

Ms.  Jackson.  I  would  not  agree  with  that.  The  agencies  are  just 
too  diverse.  GSA  has  the  third  largest  procurement  budget  among 
the  Federal  agencies.  I  find  that  we  are  buying  tJie  products  and 
services  that  most  small  businesses  are  marketing.  Once  again,  we 
are  doing  about  42  percent  to  small  business  and  about  8  percent 
to  minoriW  businesses.  We  have  doubled  our  dollars  over  the  last 
2  years.  We  are  looking  to  increase  our  dollars  with  minorities  and 
women  even  more. 

Mr.  Rush.  So  you  are  headed  in  the  right  direction. 

Ms.  Jackson.  Yes,  I  think  we  are  headed  in  tiie  right  direction. 

Mr.  Rush.  This  concludes — ^hold  on  for  just  one  moment. 

[Pause.] 

Mr.  Rush.  Let  me  ask  you  this.  There  is  an  idea  that  is  floating 
about  getting  the  Office  of  Federal  Procurement  within  0MB  in- 
volved in  terms  of  a  centralized  data  base  and  a  common  certifi- 
cation standard.  What  do  you  think  about  that? 

Ms.  Jackson.  I  would  agree  with  the  standard  certification  proc- 
ess. 

Mr.  Rush.  A  standard  certification  process? 

Ms.  Jackson.  Yes,  so  that  minorities  and  women  would  be  con- 
sidered together  or  separately.  I  think  in  some  agencies  women  are 
considered  minorities,  in  other  agencies,  they  are  not.  So  I  would 
like  to  see  something  standard  throughout  the  agencies.  As  far  as 
a  standard  data  base?  Yes,  we  use  the  PASS,  we  use  MBDA's 
ABLE  system,  but  we  have  other  directories  that  we  use  to  identify 
small  minority  and  women-owned  businesses.  We  also  identify  com- 
panies from  outreach  efforts.  We  have  an  ejctensive  outreach  pro- 
gram and  we  interface  annually  with  millions  of  small  minority 
and  women-owned  businesses.  So  we  do  not  have  a  problem  identi- 
fying companies. 

Mr.  Rush.  OK.  Thank  you  very  much,  and  I  want  to  thank  this 
panel.  Again,  you  have  had  some  really  key  insights  for  us  and  ob- 
viously time  does  not  permit  the  subcommittee  to  follow  upon  a 
number  of  points  and  to  clarify  everything.  Accordingly,  in  all  like- 
lihood we  will  be  sending  some  letters  requesting  supplemental  in- 
formation for  the  hearing  record  and  we  would  appreciate  your  pro- 
viding this  information  shortly  thereafter. 
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The  subcommittee  staff  will  work  closelv  with  my  staff  on  this 
and  other  matters  as  it  pertains  to  the  subject  matter  of  this  par- 
ticular hearing. 

I  thank  you  for  your  anticipated  cooperation  with  this,  and  again 
I  thank  you  for  t£ucing  the  time  out  from  your  schedule  to  give  us 
your  insights  into  this  particular  problem.  And  I  want  to  thank  all 
the  witnesses  who  have  participated  with  us  today.  Again,  it  has 
been  illuminating,  to  say  the  least,  and  we  have  some  clear  direc- 
tion in  terms  of  what  we  have  to  do  as  a  Congress  in  terms  of  try- 
ing to  rectify  the  situation  relative  to  minority  and  women-owned 
businesses. 

This  hearing  is  hereby  concluded  and  adjourned.  Thank  you. 

[Whereupon,  at  1:31  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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Hoa  Erskine  Bowles 

Administrator 

U.  S.  Small  Business  Administration 

409  Third  Street,  S.W. 

Washington,  D.C.   20416 

Dear  Erskine: 

Thank  you  for  your  letter  of  June  26,  1993,  and  for  the  SBA's  cooperation  during 
this  Subcommittee's  recent  hearing  in  Chicago  and  its  oversight  of  problems  confronting 
minority  and  women-owned  small  businesses.  The  SBA's  contribution,  esi>ecially  the 
testimony  of  SBA  District  Director  John  Smith,  was  very  important  to  the  success  of  that 
hearing. 

I  would  appreciate  your  help  in  obtaining  certain  information  relevant  to  our 
hearing.  The  Subcommittee  staff  will  begin  shortly  to  draft  a  comprehensive  committee 
report,  and  we  need  this  information  in  order  to  fully  develop  the  proposed  findings  and 
recommendations  for  that  report 

Accordingly,  the  Subcommittee  would  appreciate  receiving  the  following  information: 

-(a)  a  summary  of  SBA's  efforts  in  Chicago  and  also  at  headquarters  to  obtain  more 

8(a)  contracts  from  Federal  procurement  agencies, 

-(b)  SBA's  response  to  reasons  given  by  other  Federal  agencies  for  setting  aside 

fewer  rather  than  more  8(a)  contracts  and  these  agencies'  specific  recommendations 

for  changes  in  the  implementation  of  the  8(a)  program, 

-(c)  the  impact  of  staffing  shortages  on  SBA's  administration  of  the  8(a)  program 

nationally  and  in  Chicago  and  any  proposed  staffing  reallocations, 

-(d)  the  amoimt  of  direct  financial  assistance  to  8(a)  firms  in  FYs  1992  and  1993, 

-(e)  the  administrative  (as  opposed  to  legislative)  changes  under  consideration  or 

planned  for  the  8(a),  7(j),  and  the  surety  bond  programs, 

-(0  the  percentage  of  7(j)  technical  assistance  allocated  to  8(a)  firms  in  Chicago 

and  nationally  and  any  prop>osals  for  improving  such  assistance, 

-(g)  any  proposals  for  inaeasing  the  utilization  by  8(a)  firms  of  the  SBA  surety 

bond  progrzmi  in  the  Chicago  region  and  also  nationally,  and 

-(h)  SBA's  response  to  GAO's  recommendations  in  its  January  1992  report  on  the 

Section  8(a)  prograoL 

(249) 
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The  Subcommittee  staff  will  accommodate  the  SBA,  if  any  of  the  above  is  unduly 
burdensome  to  provide,  but  we  do  need  this  kind  of  information  to  complete  our 
examination. 

Some  of  the  above  points  were  to  be  covered  during  the  bearing.  While  the 
testimony  did  touch  on  some  of  the  above  issues,  it  did  not  fully  address  a  number  of  them, 
including  the  improvements  proposed  by  representatives  from  the  General  Services 
Administration,  the  Department  of  Veterans  Affairs,  and  the  Department  of  Housing  and 
Urban  Affairs  (HUD's  letter  has  been  enclosed). 

I  recognize  that  the  SBA  wishes  to  propose  legislative  changes,  but  has  not  yet 
obtained  OMB  clearance.  Once  the  SBA  obtains  such  clearance,  I  would  appreciate 
receiving  them.  I  would  also  appreciate  receiving  any  SBA  proposals  for  changes  to  these 
SBA  programs  which  do  not  require  OMB  approval,  i.e.  administrative  or  other  non- 
legislative  changes. 

Your  staff  should  contact  Subcommittee  senior  counsel  Stephen  McSpadden  should 
there  be  any  questions  or  suggestions.  It  would  be  most  helpful  if  the  SBA  could  submit 
this  information  by  the  end  of  September.  Again,  thank  you  for  your  cooperation  and 
support  in  responding  to  this  request,  which  I  hope  will  not  be  unduly  burdensome. 

Once  again,  when  both  our  schedules  permit,  I  would  like  to  get  together  with  you. 
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U^.  Small  business  administration 

Washinoton.  D.C.    20416 


OCT  2  2  1993  -^^..4_. 

m25JWJ 

^^f«^*.4.       «  «  ^       NETARYAFBWSSUBCOM- 

SubcoBBittee  on  Coanerce,  Consumer,  emd 


Monetary  Affairs 
CoBBittee  on  Govemaent  Operations 
House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chaiman; 

Thank  you  for  your  letter  of  August  5,  1993  to  Adninistrator 
Brskine  Bowles  concerning  the  Chicago  hearing.   We  are  pleased  to 
subait  the  information  you  requested  and  we  hope  you  will  find 
this  material  helpful. 

For  your  information,  I  an   also  enclosing  a  copy  of  the 
joint  statement  submitted  by  Erskine  B.  Bowles,  Administrator, 
and  Judith  A.  Watts,  Associate  Administrator  for  Minority  Small 
Business  and  Capital  Ownership  Development  (MSB&COD)  when  they 
testified  before  the  U.  S.  House  of  Representatives  Committee  on 
Small  Business  on  September  22,  1993.   This  statement  provides 
the  U.  S.  Small  Business  Administration  (SBA)  response  to  the 
recently  released  General  Accounting  Office  (GAO)  follow-up 
report  on  the  MSB&COD  progriUB. 

We  are  smxious  to  work  with  the  Congress,  as  well  as 
representatives  of  other  federal  departments  and  agencies,  and 
our  customers,  the  principals  of  current  and  potential  8(a) 
firms,  to  address  the  concerns  raised  in  both  GAO  reports  and  in 
other  critiques  of  the  8(a)  program. 

When  Administrator  Bowles  testified  on  September  22,  1992, 
he  outlined  the  four  goals  we  wish  to  achieve  in  implementing 
8(a)  program  chzmges.   They  are: 

(1)  eliminating  unnecessary  paperwork  and  overly 
bureaucratic  regulation  so  that  we  can  also  reduce 
program  application  processing  time  and  better  serve 
our  customers; 

(2)  reducing  the  burdensome  reporting  requirements  for  8(a) 
progreun  particip2Uits  so  they  can  spend  their  time  doing 
the  more  iBQ>ortant  task  of  managing  their  businesses; 
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(3)  improving  the  technical  assistance  provided  to  program 
participants  so  that  these  small  businesses  will  have  a 
better  chance  to  survive  and  then  grow  and  prosper; 

(4)  encouraging  other  government  agencies  to  provide 
greater  contracting  opportunities  for  8(a)  program 
participants  and  other  small  disadvantaged  businesses 
and  thereby  increase  the  possibility  of  enhanced 
revenues  for  our  customers  —  the  disadvantaged  owners 
of  small  businesses. 

We  know  that  the  MSB&COD  program  cannot  be  all  things  to  all 
people  and  getting  that  message  across  is  one  of  the  challenges 
we  face  today.   However,  if  we  can  give  better  business 
development  advice  and  work  with  other  federal  departments  and 
agencies  to  use  the  8(a)  program  as  it  was  intended,  then  we  will 
have  achieved  a  measure  of  success. 

The  8(a)  program  is  designed  to  assist  the  developmental  of 
small  businesses  owned  by  socially  and  economically  disadvantaged 
individuals  for  a  fixed  nine  year  program  term.   There  are  many 
misperceptions  about  the  8(a)  prograun  and  problems  within  the 
program  that  go  beyond  our  problems  of  processing  applications  in 
a  timely  manner  or  imposing  burdensome  paperwork  requirements. 
Mr.  Bowles  has  made  it  an  Agency  priority  to  reshape  the  8(a) 
progreun  to  make  it  provide  more  meaningful  business  development 
assistance  to  the  many  current  and  potential  8(a)  progreun 
participants,  and  to  the  scores  of  contracting  personnel  at  the 
various  procuring  agencies  who  are  our  partners  in  this  critical 
business  development  effort. 

We  hope  that  the  information  that  we  are  providing  will  be 
of  interest  and  assistance  to  you.  We  want  to  assure  you  that 
Mr.  Bowles  has  made  the  revitalization  of  the  MSB&COD  progreun  one 
of  his  highest  priorities.   If  you  have  any  suggestions  to  offer 
as  we  set  about  the  arduous  task  of  designing  a  new  8(a)  progreun, 
please  l^t  us  know. 

Sincerely, 


Kris  Swedin 

Assistant  Administrator 
for  Congressional  and 
Legislative  Affairs 


I 
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INFORMATION  REQUESTED  BY 

U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  GOVERNMENT  OPERATIONS, 

SUBCOMMITTEE  ON  COMMERCE,  CONSUMER  AND  MONETARY  AFFAIRS 

(Submitted  October  20,  1993) 

(a)  A  summary  of  SBA's  efforts  in  Chicago  and  also  headquarters 
to  obtain  more  8(a)  contracts  from  Federal  procurement  agencies. 

Marketing  of  8(a)  firms  and  the  8(a)  program  by  SBA  is  an 
ongoing  activity  of  both  the  Central  Office  and  field  office 
staffs.   At  Central  Office  this  activity  is  pursued  through 
regular  meetings  with  personnel  from  the  Offices  of  Small  and 
Disadvantaged  Business  Utilization  at  all  federal  departments  and 
agencies.   In  addition,  we  hold  a  regular  meetings  of  the 
Minority  Trade  Association  Roundtable  to  discuss  problems,  share 
ideas,  and  discuss  procurement  opportunities  and  practices  of  the 
various  federal  departments  and  agencies.   We  also  hold  a  number 
of  national  conferences  each  year  where  federal  departments  and 
agencies  send  procurement  staffpersons  to  answer  questions  and 
explain  the  appropriate  steps  for  a  firm  to  take  to  pursue 
contracting  opportunities.   Among  these  conferences  are  the 
8(a)/SDB  Annual  Trade  Fair  and  Training  Symposium,  and  the  annual 
Minority  Enterprise  Development  Week.   In  addition  on  an  ad  hoc 
basis,  Central  Office  participates  and  assists  in  a  number  of 
seminars  each  year  sponsored  and  presented  by  trade  associations 
such  as  the  National  Contract  Management  Association,  the  Latin 
American  Management  Association,  and  the  National  Minority 
Business  Association.   SBA  also  attends  seminars  sponsored  by 
individual  departments  and  agencies  where  business  development 
and  marketing  opportunities  at  the  various  agencies  are 
discussed. 

SBA  representatives  in  Region  V  are  also  heavily  involved  in 
efforts  to  market  the  8(a)  program  and  firms  in  the  local  8(a) 
portfolio.   For  example,  the  Assistant  Regional  Administrator  for 
MSB&COD  is  a  member  of  the  North  Central  Small  Business  Council 
(NCSBC) .   The  NCSBC,  sponsored  by  the  Department  of  Defense,  was 
established  to  bring  together  small  business  specialists 
throughout  the  government  to  provide  a  forum  to  educate  and  train 
its  members  to  discuss  problems  regarding  small  disadvantaged 
business.   The  NCSBC  provides  an  excellent  opportunity  to  meet 
face  to  face  with  other  government  representatives  and  to  develop 
relationships  for  future  marketing  activities.   In  addition, 
during  the  last  two  years,  the  Regional  Office  has  mailed  out  to 
various  buying  activities  detailed  capability  brochures  for  92 
firms  in  the  Chicago  District  Office  8(a)  portfolio.  This  is  in 
addition  to  the  regular,  on-going  marketing  efforts  of  the 
district  office  personnel. 
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You  specifically  asked  cpjestions  regarding  the  relationship 
between  SBA  and  the  Department  of  Housing  and  Urban  Development 
(HUD)  .   My  local  staff  has  informed  mie  that  the  information 
contained  in  your  letter  is  accurate.   However,  we  would  point 
out  that  many  of  the  instances  cited  occurred  in  the  middle 
1980s,  nearly  a  decade  ago.   Also,  because  some  facts  were  not 
provided  it  appears  that  our  local  8(a)  participant  firms  were 
not  competitive.  For  example,  we  believe  that  it  is  unfair  to 
compare  a  negotiated  price  (that  is,  the  price  agreed  to  by  HUD 
and  the  8(a)  contractor)  for  a  firm's  third  (3rd)  year  of 
performance  on  a  contract  to  a  bid  for  the  first  year  of 
performance  on  the  low  bid  which  was  not  necessarily  the  fair 
market  price.   In  addition  to  the  obvious  possible  disparity 
between  a  low  bid  and  the  fair  market  price,  such  comparison  does 
not  give  consideration  to  the  fact  that  a  bid  for  the  3rd  year  of 
performance  of  a  contract  would  necessarily  include  higher  fringe 
costs,  including  raises  and  vacations.   The  Region  V  staff  has 
informed  me  that.it  has  not  enjoyed  a  fully  satisfactory 
relationship  with  HUD  for  more  than  five  years.   One  circumstance 
that  serves  to  illustrate  the  problems  that  SBA  has  encountered 
in  trying  to  place  8(a)  contracts  with  HUD  is  the  fact  that, 
during  the  last  two  years,  HUD  has  failed  to  respond  to  more  than 
50%  of  SEA'S  requests  that  HUD  consider  specific  procurement 
opportunities  for  the  8(a)  program. 

The  efforts  of  personnel  in  the  Chicago  District  Office  to 
market  8(a)  procurement  opportunities  with  federal  departments 
and  agencies  include  the  following: 

(1)  Conducting  On-site  Training  —  Providing  briefings  for 
and  visiting  federal  procurement  officials  at  Army 
Corps  of  Engineers  Louisville-Kentucky,  Army  Corps  of 
Engineers  St.  Louis-  Missouri,  Army  Corps  of  Engineers 
Chicago-Illinois,  Great  Lakes  Naval  Training  Center, 
the  Department  of  Veterans  Affairs  (VA)  Medical  Center 
Hines-Illinois,  VA  Medical  Center,  North  Chicago,  VA 
Contract  Service  Center,  Milwaukee-Wisconsin,  928th  Air 
Reserve-O'Hare,  and  HUD-Chicago  Regional  Office. 

(2)  Participating  in  Procurement  Opportunity  Fairs  with 
Federal  Procurement  Agency  at  NASA  Procurement 
Conference-Rockford,  IL;  Business  Fair  Collinsville, 
IL;  Chicago  Business  Opportunity  Fair;  Black  Business 
Expo-Chicago,  Illinois;  Chicago  Small  Business  Expo; 
Black  Enterprise  National  Entrepreneurial  Conference; 
U.S.  Postal  Service's  Outreach  Conference;  and  Chicago 
Regional  Purchasing  Council  Public/Private  Partnership 
Conference. 

(3)  Membership  by  the  Chicago  District  Office  in  the 
Minority  Business  Opportunity  Committee  (MBOC)  —  The 
MBOC  is  a  chartered  member  of  the  Chicago  Federal 


255 


Executive  Board.   Its  membership  includes  federal, 
state,  and  local  procurement  officials.   The  monthly 
meetings  serve  as  a  forum  enabling  interaction  with 
other  federal  departments  and  agencies,  and  the 
minority  community  on  efforts  to  procure  goods  and 
services. 

(4)   Holding  Annual  Briefings  for  current  and  potential  8(a) 
participants  in  the  geographical  area  serviced  by  the 
Chicago  District  Office  —  the  briefing  includes 
workshops  on  eligibility,  marketing,  financing  and 
partnering.   Participants  include  personnel  from  SBA's 
Central  Office  and  the  Chicago  District  and  Regional 
Offices,  and  representatives  of  8(a)  firms  and  federal 
procurement  agencies. 

Perhaps  one  of  the  most  challenging  aspects  of  the  8(a) 
program  to  an  8(a)  participant  is  the  concept  of  self -marketing. 
That  concept  is  part  of  the  long-term  partnership  (defined  early 
in  the  relationship)  between  the  SBA  and  the  8(a)  participant. 
As  a  first  step  in  marketing  any  procuring  activity,  the  8(a) 
firm  should  become  familiar  with  the  goods  and  services  that  the 
procuring  activity  buys,  where  they  are  purchased  and  the 
aggregate  dollar  volume  of  purchases  in  a  given  area.   It  is 
important  that  the  8(a)  firm  develop  a  thorough  understanding  of 
the  procuring  agencies'  requirements  (i.e.,  know  your  customer) 
and  that  the  firm's  capabilities  can  meet  those  requirements 
(i.e.,  know  your  company.)   In  addition,  the  8(a)  firm  should 
have  knowledge  and  understanding  of  the  federal  procurement 
process.   The  intent  of  the  self -marketing  concept  is  that  the 
8(a)  participant  take  the  lead  to  self-market  his/her  firm  to 
federal  buying  activities,  while  the  SBA  district  field  office 
provides  the  8(a)  firm  with  assistance.   The  crux  of  the  business 
relationship  with  respect  to  self-marketing  and  fulfilling 
contractual  obligations  is  intended  to  be  between  the  8(a)  firm 
and  the  buying  activity.   Recognizing  the  legal  and  bureaucratic 
complexities  of  the  federal  procurement  process,  SBA's  role  is  to 
intervene  when  assistance  is  required. 

(b)  SBA's  response  to  reasons  given  by  other  Federal  agencies  for 
setting  aside  fewer  rather  than  more  8(a)  contracts  and  these 
agencies  specific  recommendations  for  changes  in  the 
implementation  of  the  8(a)  program. 

We  agree  with  many  of  the  points  raised  that  have  been 
critical  of  the  shortcomings  of  the  8(a)  Program  both  by  Federal 
departments  and  agencies  and  by  8(a)  participants.    In  my 
September  statement  to  the  U.  S.  House  of  Representatives 
Committee  on  Small  Business,  I  said  that  although  the  8(a) 
program  may  not  have  been  a  priority  for  previous  Administrators, 
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it  is  a  priority  for  me.   I  also  told  the  Committee  that  SBA  has 
already  begun  the  arduous  task  of  reinventing  the  program. 

It  is  not  true  that  all  agencies  did  not  meet  goaling 
requirements  for  fiscal  year  1992.   Some  agencies  exceeded  their 
goals,  while  others  met  their  goals,  but  clearly  have  the 
capability  to  establish  more  aggressive  targets.   During  our 
hearing,  John  LaFalce,  Chairman  of  the  House  Committee  on  Small 
Business  indicated  that  he  wants  to  devise  a  strategy  to 
encourage  better  8(a)  program  support  from  those  agencies  that 
did  not  meet  their  goals  for  fiscal  year  1992.   These  include: 
the  Departments  of  Agriculture,  Defense,  Education,  Housing  and 
Urban  Development,  and  Labor;  the  Environmental  Protection 
Agency,  the  General  Services  Administration,  the  National 
Aeronautics  and  Space  Administration  and  the  Tennessee  Valley 
Authority. 

(c)  The  impact  of  staffing  shortages  on  SBA's  administration  of 
the  8(a)  program  nationally  and  in  Chicago  and  any  proposed 
staffing  reallocations. 

Over  the  past  fiscal  year,  the  Chicago  District  Office  has 
been  operating  with  only  one  BOS  instead  of  the  four  it  had  been 
allocated.   With  a  staffing  shortage  of  75%  in  the  MSB   function, 
and  a  35%  shortage  in  overall  SBA  staffing,  service  delivery  has 
suffered,  both  programmatically  and  quantitatively. 

As  you  are  aware  language  in  the  Conference  Report  to  Public 
Law  100-656  suggested  that  an  appropriate  ratio  of  Business 
Opportunity  Specialists  (BOSs)  to  8(a)  participant  firms  being 
services  is  1  to  20.   The  report  did  not  suggest  any  ratio  of 
BOSS  to  contracts.   Since  SBA  delegates  the  administration  of 
8(a)  contracts  to  the  procuring  personnel  at  the  awarding  agency, 
this  ratio  may  be  less  important  than  the  ratio  of  BOSs  to 
participant  firms  serviced.   If  we  were  to  establish  a  ratio  of 
BOSS  to  8(a)  contracts,  such  ratio  should  optimally  depend  on  the 
complexity  of  the  contracts,  since  this  can  vary  widely  depending 
on  the  goods  or  services  being  procured  and  the  procurement  type 
selected  by  the  Federal  agency. 

Data  on  the  ratio  of  BOSs  to  program  participants  is  kept  by 
region.   According  to  the  most  recent  report  to  Congress 
regarding  the  ratio  of  8(a)  firms  to  BOSs  (August  1993),  SBA's 
Chicago  Region  had  420  firms  being  serviced  by  15  BOSs.   This 
translates  to  about  27  firms  per  BOS.   The  National  average  was 
about  30  firms  per  BOS.   So,  the  Chicago  Region  is  slightly 
better  that  the  ratio  nationwide. 

Under  the  current  Agency  structure,  total  personnel 
resources  are  allocated  to  the  region  by  Central  Office,  but  the 
actual  distribution  of  these  resources  between  the  various  SBA 
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programs  is  controlled  by  the  regional  and  district  office 
managers.   The  Associate  Administrator  for  Minority  Small 
Business  and  Capital  Ownership  Development  can  suggest 
appropriate  staffing  levels  for  the  MSB&COD  program,  but  she  has 
no  authority  to  mandate  that  more  BOSs  be  hired  in  a  particular 
local  office. 

I  want  to  assure  you,  however,  that  I  am  committed  to 
providing  the  best  possible  service  to  all  individuals  and  firms 
seeking  to  use  not  only  the  MSB&COD  program,  but  all  other 
programs  of  the  Agency.   Since  our  customers  are  directly  served 
at  the  district  office  level,  this  is  where  the  greatest 
concentration  of  our  resources  need  to  be.   Therefore,  with  my 
staff,  I  have  been  developing  a  restructuring  plan  for  SBA  that 
is  designed  to  move  personnel  and  other  resources  to  the 
districts.   To  accomplish  this  goal,  my  proposed  plan  calls  for 
moving  approximately  150  personnel  slots  to  the  district  offices 
and  moving  a  number  of  personnel  slots  now  in  the  regions  to  the 
districts.   This  proposal  has  been  forwarded  the  President  of 
review,  and  is  in  discussion  with  the  appropriate  Congressional 
committees.   We  will  provide  additional  information  on  this  plan 
as  it  progresses. 

(d)  The  amount  of  direct  financial  assistance  to  8(a)  firms  in 
fiscal  years  1992  and  1993. 

In  fiscal  year  1992,  $50.6  million  was  provided  to  8(a) 
firms  through  the  7(a)  loan  program,  including  31  8(a)  direct 
loans  valued  at  approximately  $4.9  million. 

As  of  August  31,  1993,  for  fiscal  year  1993,  8(a)  firms  had 
received  29  8(a)  direct  loans  valued  at  approximately  $4.8 
million.   In  addition  56  program  participants  had  received  other 
loans  under  the  7(a)  program.   SBA's  share  of  these  loans  is 
$12.2  million. 

(e)  The  administrative  (as  opposed  to  legislative)  changes  under 
consideration  or  planned  for  the  8(a),  7(j)  and  surety  bond 
programs. 

I  have  charged  my  staff  with  re-examining  the  8(a)  program 
from  the  top  to  the  bottom  and  designing  a  new  program  that 
better  meets  the  needs  of  minority-owned  small  business  concerns, 
and  the  federal  agencies  that  are  our  procurement  partners.   When 
I  testified  before  the  House  Committee  on  Small  Business,  I 
promised  to  have  a  preliminary  blue  print  for  the  new  program  by 
early  next  year.   In  addition  to  this  major  overhaul  effort,  we 
are  planning  immediate  administrative  changes  that  will  provide 
short  term  improvement  to  the  program.   These  changes  include: 


258 


-  Centralizing  the  application  process  to  provide  more 
timely  processing  of  program  applications; 

-  Completing  the  new  MSB&COD  automation  system  already  in 
progress ;  and 

-  Refocusing  and  concentrating  7(j)  resources  to  a 
targeted  population  and  more  specific  topic  areas  of 
assistance. 

The  only  currently  proposed  change  to  the  Surety  Bond 
Guarantee  (SBG)  Program  involves  possible  changes  to  existing 
size  standards  for  the  program.   On  August  27,  1993  SBA 
published,  for  public  comment,  a  proposed  rule  that,  if 
finalized,  would  increase  the  size  standard  for  the  SBG  Program 
to  $6.0  million  in  average  annual  receipts  from  the  existing  $3.5 
million.   It  is  anticipated  that  this  increase  would  increase  the 
number  of  small  businesses  eligible  for  assistance  under  the  SBG 
Program. 

(f)  The  percentage  of  7(j)  technical  assistance  allocated  to 
8(a)  firms  in  Chicago  and  nationally  and  any  proposals  for 
improving  such  assistance. 

The  Chicago  District  receives  approximately  18.5  percent  of 
the  Region's  7(j)  budget  for  task  order  services  (approximately 
$125,000  per  year)  and  approximately  30%  of  the  ongoing  services 
awards  for  Business  Plan  assistance  and  strategic  planning 
(approximately  $30,000  per  year). 

As  noted  above,  we  are  currently  looking  at  ways  to  improve 
services  delivered  through  the  7(j)  program.   For  example,  we 
want  to  specifically  target  7(j)  assistance  to  8(a)  program 
participants.   In  addition,  we  want  to  supplement  our  one-on-one 
task  order  type  services  with  a  greater  variety  of  seminar-type 
training,  and  greater  utilization  of  commercially  available 
training  opportunities,  including  those  offered  by  institutions 
of  higher  education  across  the  country. 

(g)  Any  proposals  for  increasing  the  utilization  by  8(a)  firms 
of  the  SBA  surety  bond  program  in  the  Chicago  region  and  also 
nationally. 

SBA  has  implemented  outreach  efforts  designed  to  increase 
the  use  of  the  Surety  Bond  Guarantee  Program  by  8(a)  firms  by 
increasing  awareness  of  the  program.   Regional  Offices  conduct 
bonding  seminars  and  training  sessions  to  educate  both  the  public 
and  SBA  employees  about  the  program.   Recently  a  member  of  the 
MSB&COD  staff  participated  in  the  annual  Surety  Bond  National 
Training  Conference  to  explain  the  8(a)  program  to  regional  and 
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Central  Office  staffs.   In  addition,  to  encourage  more  minority 
participation  in  the  Surety  Bond  Guarantee  Program,  bonds 
provided  to  minority  owned  firms  may  receive  a  ninety  percent, 
rather  than  eighty  percent  guarantee. 

(h)  SBA's  response  to  GAO's  recommendations  in  its  January  1992 
report  on  the  Section  8(a)  program. 

For  this  response  please  see  the  September  22,  1993 
testimony  of  Ms.  Watts  before  the  U.  S.  House  of  Representatives 
Committee  on  Small  Business,  beginning  on  page  22. 
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8(a)  SHARE  OF  FEDERAL  PRIME  CONTRACTS 

BY   MAJOR  FEDERAL  AGENCIES 

FY  1992 

(in  MlllionB  of  Dollars) 


1992 

Actual  Awat 

■ds 

Aaencv  Goal 

Total 

8 (a) Share 

Dollars 

Dollars 

Percent 

180,382.7 

4,911.0 

2.7 

2.7 

3,374.8 

81.4 

2.4 

2.7 

727.3 

54. 2 

7.5 

4.5 

117,151.0 

2,597.5 

2.2 

2.5 

284.2 

17.2 

6.0 

9.0 

18,147.4 

307.5 

1.7 

1.4 

TOTAL 

Department  of  Agriculture 

Department  of  Commerce 

Department  of  Defense 

Department  of  Education 

Department  of  Energy 

Department  of  Health 
and  Human  Services 

Department  of  Housing  and 
Urban  Development 

Department  of  the  Interior 

Department  of  Justice 

Department  of  Labor 

Department  of  State 

Department  of  Transportation 

Department  of  the  Treasury 

Department  of  Veterans 
Affairs 

Environmental  Protection 
Agency 

General  Services  Administration 
(Federal  Supply  Schedule) 
(Non-Federal  Supply  Schedule) 

National  Aeronautics  and 
Space  Administration 

Tennessee  Valley  Authority 

All  Others 


2,570.7 


237.8 


9.2 


8.7 


739.2 

22.1 

3.0 

9.0 

1,369.0 

106.8 

7.8 

6.0 

1,755.5 

126.1 

7.0 

4.0 

783.3 

20.7 

2.6 

2.8 

594.4 

84.3 

14.2 

8.0 

3,598.8 

430.4 

12.0 

11.0 

1,232.4 

148.1 

12.0 

5.6 

3,740.7 

68.6 

1.8 

1.7 

1,348.0 

59.1 

4.4 

8.5 

2,968.6 

1.8 

0.1 

0.1 

5,735.7 

142.6 

2.5 

2.7 

10,527.0 

232.0 

2.2 

2.3 

2,200.0 

9.4 

0.4 

1.0 

1,534.7 

163.4 

10.6 

7.9 

Note:   Dollar  or  percentage  figures  may  vary  slightly  because  of  rounding  or 
necessary  corrections  of  figures  submitted  in  year-end  reports  by  some  federal 
agencies.  Information  not  given  in  written  reports  was  obtained  by  telephone. 

Source:   U.S.  Small  Business  Administration,  Office  of  Procurement  Assistance, 
unpublished  data,  1993. 
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SDB  SHARE  OF  FEDERAL  PRIME  CONTRACTS 

BY  MAJOR  FEDERAL  AGENCIES 

FY  1992 

(in  Millions  of  Dollars) 


TOTAL 

'■  Department  of  Agriculture 

Department  of  Commerce 

Department  of  Defense 

Department  of  Education 

Department  of  Energy 

i  Department  of  Health  and 
Human  Services 

Department  of  Housing  and 
Urban  Development 

Department  of  the  Interior 

Department  of  Justice 

Department  of  Labor 

Department  of  State 

Department  of  Transportation 

Department  of  the  Treasury 

Department  of  Veterans 
Affairs 

Environmental  Protection 
Agency 

General  Services  Administration 
(Federal  Supply  Schedule) 
(Non-Federal  Supply  Schedule) 

National  Aeronautics  and 
Space  Administration 

Tennessee  Valley  Authority 

All  Others 


1992 

Actual  Awi 

irds 

Aaencv  Goal 

Total 

SDB 

Share 

Dollars 

Dollars 

Percent 

180,382.7 

3,834.9 

2.1 

2.3 

3,374.8 

56.4 

1.7 

2.5 

727.3 

18.6 

2.6 

2.5 

117,151.0 

2,597.5 

2.2 

2.5 

284.2 

6.5 

2.3 

2.0 

18,147.4 

382.3 

2.1 

2.5 

2,570.7 

89.9 

3.5 

4.0 

739.2 

68.7 

9.0 

8.3 

1,369.0 

50.3 

3.7 

4.0 

1,755.5 

51.1 

2.9 

2.0 

783.3 

35.7 

4.6 

6.5 

594.4 

21.0 

3.7 

2.6 

3,598.8 

57.4 

1.6 

1.0 

1,232.4 

25.5 

2.1 

1.2 

3,740.7 

57.3 

1.5 

1.7 

1,348.0 

24.1 

1.8 

2.0 

2,968.6 
5,735.7 

11.6 
146.6 

0.4 
2.6 

1.1 
2.0 

10,527.0 

41.9 

0.4 

0.6 

2,200.0 

33.7 

1.5 

2.3 

1,534.7 

58.8 

3.8 

2.7 

Note:   Dollar  or  percentage  figures  may  vary  slightly  because  of  rounding  or 
necessary  corrections  of  figures  submitted  in  year-end  reports  by  some  federal 
agencies.  Information  not  given  in  written  reports  was  obtained  by  telephone. 

Source:   U.S.  Small  Business  Administration,  Office  of  Procurement  Assietance, 
unpublished  data,  1993. 


262 


U.S.  Small  Business  administration 

Washinston.  D.C.    20416  =.   liiviiV 


*>«  1?5J  .^^  \|ir_  -I  O  / 


".., 


Honorable  John  M.  Spratt,  Jr.  ..«..«  .  ...» 

Chairman  NOV.  2  4  1993 

Subcommittee  on  Commerce,  Consumer,  and 

Monetary  Affairs  COMMERCE. CONSUMER ANI 

Committee  on  Government  Operations  'fTARY AFFAIRS SUBCO*'" 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

On  October  22,  the  U.S.  Small  Business  Administration  (SBA) 
responded  to  your  request  for  information  pertaining  to  the 
Chicago  hearing  on  problems  confronting  minority  and  women-owed 
small  businesses. 

Subsequent  to  that  request,  you  asked  for  clarification  and 
information  on  several  issues  which  I  am  enclosing  for  your 
review.    Specifically,  SBA  is  providing  the  following: 

1.  the  total  number  of  loans  provided  to  8(a)  firms  during 
FY  1993  under  the  7(a)  program; 

2.  a  ratio  of  8(a)  participant  firms  to  Business 
Opportunity  Specialists  in  the  Chicago  District  Office; 

3.  statistics  on  the  national  7(j)  Management  and 
Technical  Assistance  Program;  figures  for  FY  1993. 

4.  the  impact  of  voluntary  reassignments  on  staffing  in 
the  Chicago  District  Office; 

5.  a  summary  of  the  specific  changes  that  SBA  will  be 
making  under  its  plan  to  restructure  the  8(a)  program. 

6.  SBA's  response  to  recommendations  made  by  the  General 
Services  Administration  (GSA)  and  the  Department  of 
Veterans  Affairs  (VA)  regarding  the  8(a)  program;  and 

I  hope  that  your  concerns  have  been  addressed  and  the 
information  will  be  helpful  as  you  develop  the  hearing  report. 

Sincerely, 


Kris  Swedin 
Assistant  Administrator 
Congressional  and  Legislative 
Affairs 


Enclosure 
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FOLLOW-UP  INFORMATION  ON  THE  8(a)  PROGRAM 

PROVIDED  FOR  THE  HONORABLE  JOHN  SPRATT 

(Submitted  11/22/93) 

1.    Total  loans  provided  to  8(a)  firms  during  FY  93  under  the 
7(a)  loan  program: 

SBA  has  not  fully  reconciled  data  for  FY  93  for  7(a) 
loans  made  to  8(a)  firms.  We  will  provide  this  data 
when  it  is  available. 


2.    Ratio  of  8(a)  participant  firms  to  Business  Opportunity 
Specialists  in  the  Chicago  DO: 

66  to  1   (There  are  currently  2  BOS's  handling  the 
portfolio  in  the  Chicago  DO  of  about  132  firms.) 

—   Between  January  and  April,  1992,  the  Chicago  DO  "lost" 
three  BOS'  to  retirement.   It  should  be  noted  that 
these  retirees  carried  with  them  valuable  corporate 
knowledge  of  the  program  and  experience.   The  positions 
were  not  immediately  filled  due  to  an  agency-wide 
hiring  freeze.   In  May,  1993,  the  DO  hired  an 
individual  to  fill  one  of  the  vacancies.   The  new  hire 
is  not  as  experienced  as  the  BOS'  who  retired  and  is 
currently  "learning  the  program." 

The  Chicago  DO  portfolio  is  also  served  by  two  Contract 
Negotiators  who  answer  to  the  MSB&COD  program  manager 
and  handle  matters  related  to  contract  award  and 
administration.   The  DO  is  also  fortunate  to  have  a 
Financial  Analyst  who  divides  his  time  between  MSB&COD 
and  the  Office  of  Procurement  Assistance  where  he  works 
on  issues  related  to  the  issuance  of  Certificates  of 
Competency.   The  DO  also  recently  hired  a  Business 
Opportunity  Assistant  (now  in  training)  and  a  clerk  to 
handle  automation  input  requirements  and  other  related 
tasks  for  the  MSB&COD  division. 

The  Chicago  MSB&COD  Division  currently  has  7.5  full- 
time  equivalent  positions: 

1  Assistant  District  Director  for  MSB&COD 

2  Business  Opportunity  Specialists 
2   Contract  Negotiators 

1   Business  Opportunity  Assistant 

1   Clerk 

1.5  Financial  Analyst 

7.5  TOTAL 
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3.  National  7(j)  Management  and  Technical  Assistance  figures 
for  FY  1993: 

$7.5  million  budget  with  130  awards  made  to  90 
providers . 

During  the  summer  of  1993,  we  also  undertook  a  pilot 
project  to  provide  scholarships  to  allow  the  top 
executives  of  8(a)  firms  to  attend  established  graduate 
level  management  education  programs.   Under  the  pilot, 
49  8(a)  executives  from  around  the  countiry  attended  the 
Minority  Business  Executive  Program,  at  the  Amos  Tuck 
School  of  Business,  Dartmouth  College,  New  Hampshire. 
Five  of  the  attendees  were  from  firms  served  by  the 
Chicago  Regional  Office,  although  none  were  firms 
served  by  the  Chicago  District  Office.   SBA  anticipates 
continuing  with  similar  programs  in  the  future. 

4.  Impact  of  voluntary  reassignments  on  staffing  in  the  Chicago 
District  Office: 

No  employees  were  voluntarily  reassigned  to  the  MSB&COD 
program  in  the  Chicago  District  Office.   One  employee 
was  reassigned  to  Chicago  in  the  finance  division. 

Nationwide,  20  employees,  including  15  professional 
employees,  were  approved  for  voluntary  reassignments  to 
MSB&COD  positions. 

5.  A  summary  of  the  specific  changes  that  SBA  will  be  making 
under  its  plan  to  restructure  the  8(a)  program: 

The  testimony  presented  by  Administrator  Bowles  before 
the  U.S.  House  of  Representatives  Committee  on  Small 
Business  on  September  22,  1993,  describes  a  nvimber  of 
changes  to  the  8(a)  program  which  are  now  under 
consideration.   At  this  time,  we  are  not  able  to 
provide  more  detailed  information  on  our  final  plans 
for  the  program  because  we  are  still  in  the  process  of 
formulating  these  plans . 

We  are  currently  meeting  with  8(a)  firms  in  six  cities 
around  the  country  to  solicit  their  comments  regarding 
appropriate  changes  to  the  program.   Our  goal  in 
holding  these  meetings,  and  with  our  earlier  request 
for  written  comments  about  ways  to  improve  the  8(a) 
program,  is  to  assure  that  any  changes  to  the  program 
that  we  propose  will  be  guided  by  the  needs  and  the 
concerns  of  our  program  customers.   Over  60  current  and 
former  8(a)  program  participants  from  the  Chicago  area 
will  have  the  opportunity  to  provide  their  input  at  a 
brain-storming  session  to  be  held  on  November  22,  1993. 
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SBA  response  to  recommendations  made  by  the  General  Services 
Administration  (GSA)  and  the  Department  of  Veterans  Affairs 
(VA)  regarding  the  8(a)  program: 

As  noted  in  our  response  to  question  5,  SBA  is 
currently  developing  its  plans  for  restructuring  the 
8(a)  program.   We  will  be  able  to  comment  more  fully  on 
the  GSA  and  VA  recommendations  when  that  plan  is 
complete . 

The  representatives  from  both  GSA  and  VA  recommended 
that  the  current  legislatively  mandated  competitive 
thresholds  be  lowered  to  $500,000.   (GSA  testimony  page 
9,  VA  testimony  page  10) 

At  present,  in  accordance  with  the  provisions  of  Public 
Law  100-656,  requirements  that  are  offered  for  the  8(a) 
program  must  be  competed  among  8(a)  participant  firms 
if:   (1)  the  total  value  of  the  procurement,  including 
all  options,  is  estimated  to  be  above  $5  million  for 
recpiirments  classified  under  manufacturing  Standard 
Industrial  Classification  (SIC)  codes,  or  above  $3 
million  for  requirements  in  all  other  industries;  and 
(2)  there  is  a  reasonable  expectation  that  bids  or 
offers  will  be  received  from  at  least  two  firms,  and 
that  award  can  be  made  at  a  fair  market  price. 

As  part  of  its  overall  examination  of  the  8(a)  program, 
SBA  is  looking  at  the  role  that  competitive  awards  play 
in  the  program.   At  this  time  we  are  not  considering 
lowering  the  competitive  thresholds .   We  believe  that 
when  Congress  introduced  competition  into  the  8(a) 
program,  it  had  two  intentions.   First,  competition  was 
introduced  to  protect  the  8(a)  program  from  abuse  such 
as  that  which  occurred  in  the  Wedtech  case.   Since  the 
largest  8(a)  contracts  can  no  longer  be  awarded  without 
competition,  the  likelihood  of  political  favoritism  is 
greatly  decreased.   Secondly,   competition  was  added  to 
the  8(a)  program  to  allow  program  participants  to  gain 
valuable  experience  in  competing  for  contracts  in  the 
sheltered  market  of  the  8(a)  program.   The  current 
competitive  thresholds  serve  to  meet  these  intentions. 
In  addition,  we  note  that  submitting  bids  or  offers  for 
procurements  is  a  time-consuming  and  expensive  process. 
We  do  not  believe  that  it  is  appropriate  to  require  the 
expenditure  of  an  8(a)  firm's  limited  resources  for 
procurements  valued  at  only  $500,000. 
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GSA  appears  to  recamnend  that:  legislation  be  enacted  to 
reinstate  the  8(a)  Business  Development  Expense 
program.   (GSA  testimony  pages  9  and  10) 

Prior  to  FY  1989,  SBA  provided  grants  to  a  very  small 
number  of  8(a)  £irms  to  assist  in  the  performance  of  a 
specific  Government  contract.   Under  this  grant 
program,  called  the  Business  Development  Expense  (BDE) 
progrfun,  in  addition  to  other  uses,  SBA  infrequently 
provided  funds  to  pay  a  "price  differential."   BDE  was 
used  for  price  differential  when  the  procuring  agency 
and  the  8(a)  firm  could  not  reach  agreement  on  price. 
For  example,  if  an  agency  determined  that  it  could  only 
pay  $3.00  per  item  for  switches,  and  the  8(a)  firm 
determined  that  with  its  production  facilities  and 
staff  it  could  produce  the  item  for  no  less  than  $3.25, 
SBA  could  use  BDE  to  make  up  the  difference. 

The  8(a)  BDE  grant  program  was  replaced  by  the  8(a) 
loan  program  by  legislation  in  1988.   SBA  currently  has 
no  authority  or  appropriation  to  provide  grants  to 
assist  contract  performance.   SBA  is  not  in  favor  of 
restoring  this  program,  because  of  current  budgetary 
constraints  and  that  fact  that  only  a  few  program 
participants  could  be  helped. 

GSA  recommended  that  the  8(a)  program  be  structured 
like  the  current  small  business  and  labor  suxrplus  area 
set-aside  programs.   Under  the  GSA  proposal,  'SBA  would 
certify  a  firm  as  minority  owned  and  any  firm  so 
certified  %rould  then  be  eligible  to  coiiq>ete  for 
procurements  specifically  set-aside  for  minorities . " 
(GSA  testimony  page  9) 

SBA  does  not  concur  with  this  proposal  as  stated.   If 
this  proposal  were  adopted,  the  business  development 
intent  of  the  8(a)  program  would  be  lost.   However,  as 
set  forth  in  Mr.  Bowles  testimony  of  September  22, 
1993,  SBA  is  in  favor  of  changes  that  would  meet  GSA's 
stated  purpose  of  enhancing  the  participation  of 
minority  business  as  well  as  greatly  simplifying  the 
current  8(a)  process. 

First,  SBA  believes  that  it  should  have  the  authority 
to  delegate  contract  award  and  administration  functions 
to  Federal  procuring  agencies  so  long  as  the  agencies 
continue  to  appropriately  adhere  to  8(a)  regulations 
and  the  Federal  Acquisition  Regulation.   In  the 
proposal  under  consideration,  SBA  would  continue  to 
determine  the  appropriateness  of  particular 
procurements  for  the  8(a)  program  and  to  certify  a 
firm's  eligibility  for  the  procurement.   However,  SBA 
would  no  longer  take  the  role  of  the  "prime 
contractor . " 


I 


267 


Secondly,  SBA  believes  that  there  should  be  a 
Government-wide  Small  Disadvantaged  Business  (SDB) 
Program  modeled  after  the  Department  of  Defense  program 
authorized  by  section  1207  of  Public  Law  99-661. 

The  8(a)  program  changes  and  the  creation  of  a 
Government -wide  SDB  progreun  would  result  in  a 
streamlined  8(a)  award  process,  and  would  provide 
greater  access  to  contracting  opportunities  for  all 
small  businesses  owned  by  socially  and  economically 
disadvantaged  individuals . 

GSA  recommended  the  establishment  of  a  special  '8(a) 
Subcontract  Set-aside"  program  %^ere  contracts  would  be 
"set-aside  or  limited  exclusively  to  firms  that  would 
agree  to  subcontract  portions  of  the  project  to  8(a) 
certified  firms."   (GSA  testimony  page  9) 

SBA  believes  that  the  establishment  of  an  additional 
subcontracting  program  would  serve  to  further 
complicate  existing  procurement  procedures .   This 
conflicts  with  the  current  goal  of  simplifying  and 
streaming  existing  procurement  processes.   If  Congress 
determines  that  establishing  goals  for  8(a) 
subcontracting  would  be  appropriate,  the  current  small 
business  and  small  disadvantaged  business 
subcontracting  program  could  be  revised  to  accommodate 
8(a)  subcontracting  objectives. 

GSA  recommended  that  SBA  "receive  the  necessary 
resources  to  expand  and  at  the  same  time  increase  the 
accviracy  of  the  Pass  [Procurement  Automated  Source 
System] "   (GSA  testimony  page  10) 

Information  in  PASS  is  updated  annually  with 
information  provided  by  the  listed  firms.   Therefore, 
we  believe  that  there  could  be  only  marginal 
improvement  to  the  cjuality  of  the  data  contained  in  the 
system.   However,  we  would  welcome  any  specific 
recommendations  from  GSA  for  ways  to  improve  PASS.   We 
would  note,  too,  that  increased  funding  for  the  system 
would  allow  SBA  to  enhance  its  availability  to 
potential  users  of  the  system. 

VA  made  a  variety  of  recommendations  related  to 
iii5)roving  the  flow  of  information  between  SBA  at  the 
local  level  and  the  procuring  agencies.   (VA  testimony 
pages  9  and  10) 

SBA  generally  agrees  that  it  should  take  a  very 
proactive  role  in  marketing  the  8(a)  program  to  Federal 
procuring  agencies,  including  the  local  marketing  of 
particular  firms  to  potential  buyers.   We  do  send 
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search  letters  on  behalf  of  8(a)  firms  seeking  to  have 
particular  requirements  set  aside  for  the  program,  or 
for  a  particular  program  participant,  and  we  do  meet 
frequently  with  representatives  from  the  various  buying 
activities.   Of  course,  our  ability  to  provide  these 
services  is  dictated,  in  large  measure,  by  the 
resources  available  in  a  particular  office.   For  the 
past  several  years  SBA  has  also  provided  to  each 
department  or  agency  Office  of  Small  and  Disadvantaged 
Business  Utilization  a  compilation  of  data  sheets  on 
8(a)  program  participants  as  listed  in  the  PASS  system. 

This  yeeir,  we  will  be  improving  the  quality  of  the  data 
provided  by  using  individual  8(a)  capedaility  statements 
(SBA  form  1815)  prepared  by  each  firm.   The  statements 
will  be  grouped  by  industry,  i.e.,  construction  firms. 
Janitorial  services  firms,  etc.,  and  provided  to 
potential  users  of  the  firms'  products  or  services.   In 
accordance  with  the  provisions  of  section  501  of  Public 
Law  100-656,  each  contracting  activity  receiving 
capability  statements  for  8(a)  firms  will  be  requested 
to  provide  to  SBA  its  procurement  forecast  for  the 
upcoming  fiscal  year,  and  to  specifically  identify 
those  requirements  which  it  may  consider  for  award 
under  the  8(a)  program. 

As  previously  noted,  SBA  does  not  expect  to  take  a  more 
active  role  in  the  administration  of  8(a)  contracts 
after  award.   We  believe  that  the  procuring  agencies 
are  in  the  best  position  to  handle  routine  contract 
administration  functions . 

VK   Stated  that  "SBA  Business  Opportunity  Specialists 
should  have  a  case  load  that  gives  them   the  tine  to 
carefully  examine  each  coipany  so  that  only  firaa  that 
can  successfully  perform  are  referred  to  contracting 
officers,"  and  notes  that  "this  would  require  a  aore 
intense  business  developaent  effort  than  is  currently 
expended. " 

We  recognize  that  the  limitations  on  our  personnel 
resources  cause  many  of  our  Business  Opportunity 
Specialists  to  carry  case  loads  in  excess  of  the  ratio 
of  1  BOS  to  every  20  firms  as  recommended  in  the 
Conference  Report  to  Public  Law  100-656.   We  do, 
however,  attempt  to  match  firms  with  the  capability  to 
perform  with  a  particular  requirement.   SBA  believes 
that  the  function  of  determining  the  capability  of 
performing  is  a  function  that  is  best  carried  out  when 
both  SBA  and  the  appropriate  procuring  agency  personnel 
vrork  together. 
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Mr.  Chairman  and  MenbATs  of  th*  Comitt**,  I  aa  plaassd  to 
appear  before  you  today  to  discuss  the  U.S.  Small  Business 
Administration  (SBA)  Minority  Small  Business  and  Capital 
Ownership  Development  (MSB&COD)  Program,  and  particularly  SBA's 
implementation  of  the  Business  Opportunity  Development  Reform  Act 
of  1988  (Public  Law  100-656) .   I  am  accompanied  by  Dayton 
Watkins,  Special  Assistant  to  the  Administrator,  and  Judith 
Natts,  Associate  Administrator  tor   Minority  Small  Business  and 
Capital  Otmership  Development. 

Over  the  years,  it  appears  to  me  that,  clearly,  the  8(a) 
program  has  not  been  a  priority  at  SBA. 

Let  me  assure  you  that  the  8(a)  program  is  a  priority  for 
me.  As  a  former  small  businessmam,  I  know  how  to  develop 
businesses  and  will  use  my  experience  and  knowledge  to  improve 
the  8(a)  program.   I  want  to  stress  that  this  Is  just  the 
beginning  of  the  process.  We  have  now  started  the  process.   We 
have  a  long  way  to  go,  but  we  will  get  there,  and  ve  will  have  an 
8(a)  progreuB  that  we  will  all  be  proud  of.   I  look  forward  to 
working  closely  with  you  during  the  next  few  months  to 
reinvigorate  the  8(a)  program. 

To  get  things  started  we  are  prepared  today  to  do  two  things 
in  our  testimony.  First,  I  will  tell  you  about  the  initial  phase 
of  our  plans  for  improving  the  8(a)  program.  Second,  Ms.  Watts 
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will  address  the  concerns  raised  by  CAO  and  answer  the  questions 
in  your  letter  of  invitation. 

Our  program  changes  have  been  conceived  with  four  goals  in 
Bind: 

1)  elininating  xinnecessary  paperwork  and  overly 
bureaucratic  regulation  so  that  we  can  also  reduce 
progrzun  application  processing  tiae  and  better  serve 
our  custoaers; 

2)  reducing  the  burdensome  reporting  requirements  for  8(a) 
program  participants  so  they  can  spend  their  time  doing 
the  more  important  task  of  managing  their  businesses; 

3)  improving  the  technical  assistemce  provided  to  program 
participants  so  that  these  small  businesses  will  have  a 
better  chance  to  survive  and  then  grow  and  prosper; 

4)  encouraging  other  government  agencies  to  provide 
greater  contracting  opportunities  for  8(a)  program 
participants  and  other  small  disadvantaged  businesses 
and  thereby  increase  the  possibility  of  enhanced 
revenues  for  our  customers  —  the  disadvantaged  otmers 
of  small  businesses. 
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Soma  of  tb«B«  proposad  changas  to  th«  S(a)  progran  ar«  not 
new  to  you.  You  have  heard  them  as  ideas  championed  by  your 
constituents,  by  officials  at  other  federal  agencies  and  in  the 
report  of  the  Coanission  on  Minority  Snail  Business,  which  was 
chaired  by  Josh  Snith,  whom  I  adnire  and  respect  greatly.  In 
fact,  you  have  heard  sone  of  the  ideas  proposed  by  SBA  in 
hearings  before  this  Conmittee  last  fall.  In  addition,  you  vill 
soon  see  sone  of  these  elements  in  the  SBA  section  of  Vice 
President  Gore's  National  Performance  Review  study. 

Since  my  confirmation,  I  have  worked  closely  with  Ms.  Watts, 
Dayton  Natkins,  and  Jane  Butler,  who  has  been  a  champion  of  the 
8(a)  progriun,  to  develop  a  plan  for  the  program.   In  formulating 
this  program,  we  have  considered  ideas  from  all  of  the  sources  I 
just  mentioned. 

We  have  now  completed  the  initial  phase  of  outlining  the 
program  changes  that  we  believe  are  essential  if  we  are  to 
improve  the  quality  of  the  8 (a)  program,  including  service 
delivery  to  both  8(a)  participants  and  to  federal  contracting 
agencies.  Once  again,  I  want  to  stress  that  this  is  only  the 
beginning.  We  have  a  lot  of  work  left  to  do. 

Some  of  the  internal  administrative  changes  we  want  to  make 
can  be  started  right  away.   However,  early  next  year  I  want  to 
propose  additional  changes. 
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Today,  I  hope  to  begin  a  dialogue  about  ways  that  we  can 
work  together  to  solve  the  problems  that  have  existed  in  the  8(a) 
program  for  a  long  time.  To  facilitate  this  dialogue,  I  wrote  to 
every  one  of  our  approximately  4,500  8(a)  program  participants 
and  asked  them  how  the  program  could  be  improved.  We  have 
already  met  with  some  of  you,  and  we  hope  to  meet  with  mitny  more 
of  you  during  the  coming  weeJcs  to  discuss  our  proposed  chemges 
and  the  suggestions  made  by  the  8(a)  firms  and  trade  association 
representatives.  We  are  considering  their  comments  as  we  direct 
our  program  changes. 

We  have  received  approximately  200  responses  to  the  letter 
we  sent  the  4,500  8(a)  firms  soliciting  their  opinions  on  how  to 
fix  the  program.   Following  is  a  summary  of  the  recurring 
concerns,  listed' in  no  particular  order: 

1.  the  program  imposes  excessive  paperwor)c  burdens 

2.  the  program  is  misunderstood  and  vastly  under-utilited 
and  misused  by  federal  agencies 

3.  the  application  is  too  long  and  the  eligibility 
criteria  are  not  clear 

4.  there  is  not  enough  on-going  quality  business 
development  assistance 
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5.  ther*  is  lnad«quat«  staff  to  aeet  the  needs  of 
participcmt  f iras  and  sore  assistance  is  needed  to  help 
companies  self  market  procurement  opportunities 

6.  there  should  he  increased  access  to  capital 

7.  there  should  be  separate  opportunities  for  firms  in  the 
developmental  and  transitional  stages 

8.  there  should  be  a  mentor-protege  program  to  foster 

■  relationships  between  newly  certified  and  graduated 
firms 

I  assure  you  we  have  considered  and  will  continue  to 
consider  these  constructive  criticisms  of  our  program  as  we  work 
to  improve  it  for  ovx   customers. 

Our   recommendations  for  changing  the  8(a)  program  do  not 
result  in  a  product  that  delivers  less.   Instead,  the  initial 
phase  of  our  plan  creates  a  stronger,  better  system  of  addressing 
our  customers'  needs  by  making  the  progrtun  easier  to  enter  and 
use.  We  are  not  asking  for  additional  funding,  rather,  we  will 
use  o\ir  existing  resources  smarter  and  strive  to  create  more 
contract  opportunities  for  our  participant  firms. 
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Nov  l«t  Be  tttll  you  Bor*  about  th«  goals  that  va  hava 
aatablished  and  tha  naw  8  (a)  prograa  that  va  ara  baginning  to 
dafina. 

XXPROVZVa  ACCB8B  TO  TSI  tCa)  ntOQSJJf 

Our  first  goal  is  to  ba  Bora  rasponsiva  to  our  customars' 
naads  to  provide  an  8(a)  prograa  thac  is  aasiar  to  usa  and  will 
reduce  unnecessary  and  burdensome  paperwork.  As  a  result  we  will 
reduce  the  application  processing  tiae. 

As  you  know,  current  legislation  requires  that  an 
application  be  screened  for  eoapleteness  within  15  days  of 
receipt,  and  be  processed  with  a  final  decision  on  eligibility 
within  90  days  of  being  found  complete.  You  also  know  that, 
historically,  the  SBA  has  not  met  these  deadlines. 

In  fact,  Kr.  Chairaan,  our  actual  application  processing 
tine  is  not  even  as  good  as  that  reported  in  the  GAD  follow-up 
report.  As  of  September  14,  1993,  46%  of  our  applications  ware 
more  them  90  days  old.  That  represents  256  of  554  applications 
now  pending  versus  189  of  581  or  33%  of  the  applications  that 
were  pending  when  6A0  last  examined  the  process.  In  reality  it 
takes  our  customer  an  inexcusable  average  of  over  six  months  — ' 
190  days  —  just  to  gat  into  tha  8(a)  program.   Attached  is  a 
chart  showing  the  8(a)  applications  that  are  pending. 
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8(a)  APPLICATIONS  PENDING 
AS  OF  SEPTEMBER  14,  1993 


0-30 

31-60 

61-90 

91-120 

121-150 

151-180 

>180 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

DAYS 

TOTAL 
128         79       91       49         52        41      114        554 


8(a)  RECONSIDERATION  APPLICATIONS  PENDING 
AS  OF  SEPTEMBER  14,  1993 


0-30       31-60  61-90  OVER  90 

DAYS       DAYS  DAYS  DAYS  TOTAL 

19  28  14  37  98 
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Prograa  Bahag«B«nt  attributas  tbss*  d«lay«  largely  to  a  loss 
of  staff,  an  inadaquat*  data  procaaaing  syataa,  and  an  awkward 
staffing  atructura.  Wa  baliava  that  wa  can  bagin  to  giva  battar 
euateaar  aarvlca  and  raduca  procaaaing  ti»a  through  two  changaa: 
ona,  changing  tha  atructura  of  tha  Division  of  Prograa 
Cartification  and  Eligibility  so  that  it  aakaa  aora  afficiant  usa 
of  raaaining  paraonnal;  and  two,  giving  tha  Associata 
Adainiatrator  for  MSB&COD  authority  to  allow  a  spacif ic  daaignaa 
to  aaka  aligibility  daciaiona,  whan  nacaaaary. 

Wa  propoaa  to  aaka  structural  changaa  within  tha  Diviaion  of 
Prograa  Cartification  and  Eligibility  (DPCE)  by  cantralising  tha 
aligibility  function.  In  addition  to  8(a)  applications  DPCE  alao 
procassaa  othar  actions  such  as  continuing  aligibility  raviawa, 
prograa  graduation  or  taraination  aetiona,  and  daciaiona  on 
protasts  and  appaala  of  aalf-cartificationa  of  diaadvantagad 
status  Bade  in  connection  with  tha  Dapartaant  of  Dafansa  Saall 
Disadvantaged  Businaaa  (SDB)  prograa. 


Currently,  the  DPCE  operates  with  a  small  Central  Office 
staff  of  14  people  and  five  Central  Office  Duty  Stations  or  CODs 
located  aeroaa  the  country.  Ihe  Central  Office  aegaent  of  the 
division,  with  14  eaployees.  Is  currently  operating  at  75  percent 
of  its  FY  1992  staffing  level,  and  the  OODs  operating  duty 
atationa,  with  20  people  are  staffed  at  S3  percent  of  1992 
levels. 
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In  my  opinion  th«  •xisting  atructur*  is  not  afficiant.  Bach 
8(a)  application  ia  raviavad  tvica  —  first  in  tba  duty  station, 
and  latar  in  Washington.  Tha  aacond  raviav  has  baan  nacaaaary  to 
maintain  tha  consistant  high  laval  of  quality  naeaasary  to  assure 
that  all  applications  racaiva  fair  traataant. 

Thara  ara  two  basic  optiona  available  to  address  this 
problem.  We  can  either  ask  for  mora  money  for  additional  staff, 
travel,  training,  and  oversight  of  -the  OODs;  or,  ve  can 
centralise  the  operation.   Simply  to  staff  the  CODa  at  their  FY 
92  level  of  38  employees,  16  more  than  presently  on  staff,  would 
cost  nearly  an  additional  $1.0  million  per  year. 

In  these  days  of  deficit  reduction,  simply  asking  for  mora 
money  is  not  a  responsible  option.  Therefore,  last  week,  I 
approved  a  plan  that  will  move  personnel  slots  presently  located 
in  the  CODS  to  a  central  location  in  the  Washington  Metropolitan 
area.  This  change  will  not  only  result  in  a  more  streamlined 
process,  reducing  the  processing  time  from  the  current 
approximately  six  months  to  the  three  months  required  by  the  law, 
but  will  allow  us  to  provide  better  staff  training  and  managerial 
control.  It  will  also  result  in  long-term  savings  for  rant  and 
equipment.  We  estimate  that  the  proposed  consolidation  will 
result  in  a  savings  of  between  $750,000  and  $800,000  over  the 
next  five  years.  However,  this  savings  will  initially  be  offset 
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by  th«  on*  tiae  cost,  ••tiaatad  at  $300,000  to  $350,000,  to 
ralocat*  aaployaaB  to  tba  Washington  araa. 

W«  will  also  axanlna  the  poaaibility  of  allowing  tha 
Associata  Adnlnlatrator  for  MSB&COD  to  dalagata  authority  in 
allgibility  dacisions  to  a  aingla  rasponsibla  progran  official. 

Currantly  tha  Associata  Adnlniatrator  auat  aaka  all  prograa 
allgibility  decisions.  I  agrae  that  hl^  laval  ravlav  is 
nacassary,  but  racogniza  that  we  aust  hava  tha  ability  to  axpand 
our  capacity  to  cartlfy  applicants  if  wa  ara  to  proparly  sarva 
our  custonars. 

Wa  do  not  ballava  that  integrity  of  tha  allgibility  process 
will  be  adversely  affected  by  providing  the  proposed  delegation 
authority.  The  Associata  Administrator  will  use  this  authority 
only  trtien  necessary,  and  will  allow  eligibility  decisions  to  be 
made  only  by  a  highly  qualified  senior  prograa  ei^loyee. 

The  efficiency  of  the  allgibility  process  also  will  be 
enhanced  by  completion  of  the  automated  Certification  Tracking 
System  (CT6) ,  which  will  provide  immediate  Information  about  the 
status  of  each  8(a)  application.  This  will  provide  information 
that  is  essential  to  the  effective  management  of  this  process. 
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Th«  changes  to  the  •ligibility  procMS  that  I  have  outlined 
will  ijq>rove  the  quality  of  the  review  process  and  allow  us,  for 
the  first  tiae,  to  aeet  the  90-day  tiae  fraae  mandated  for 
processing  8(a)  prograa  applications.  A  flow  chart  is  attached 
%rtiich  graphically  depicts  the  current  and  proposed  8(a) 
application  processes. 
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KSDOCXVO  PAPBRWORX  BOSOBH 

To  Beet  our  second  goal  —  reducing  the  unnecessary 
paperwork  burden  ve  place  on  our  customers  and  thereby  freeing  up 
their  tine  for  the  aore  iaportant  work  of  obtaining  contracts  and 
managing  their  businesses  —  we  are  examining  all  aspects  of  8(a) 
program  administration  to  determine  where  reporting  requirements 
can  be  reduced  or  eliminated.   For  example,  we  will  require  only 
annual,  instead  of  quarterly,  financial  statements.  We  will  also 
look  into  reducing  from  two  to  one  the  number  of  tines  a  firm 
must  report  each  year  on  fees  paid  to  its  representatives. 

He  are  also  working  to  determine  where  regulatory 
requirements  are  burdensome  and  can  be  reduced  or  eliminated. 
For  example,  we  are  considering  reducing  application  documents 
and  reducing  the  size  of  the  required  business  plan.   In 
addition,  we  are  looking  at  ways  to  streamline  the  SBA  internal 
procedures  and  modify  competitive  business  mix,  support  level  and 
remedial  plan  requirements. 


13 


283 


ZMPSOVZaO  VKHXlOd.   ABSZSTUICB 

W«  want  to  provid*  both  aor*  and  b«tt«r  quality  buainaaa 
davalopnent  advica  to  8(a)  firms  and  tharaby  graatly  anhanca  tha 
probability  that  thaaa  coiqpaniaa  will  both  grow  and  proapar.  Our 
targat  of  iaproving  tha  tachnical  assistanca  providad  to  prograa 
participants  is  served  by  several  components  in  our  new  8(a) 
program  plan.  Kay  among  these  is  a  more  focused  use  of  the  7(j) 
management  and  technical  assistance  program. 

Under  the  7(j)  program,  SBA  provides  management  and 
technical  assistance  services  to  socially  and  economically 
disadvantaged  individuals  and  businesses,  both  8(a)  and  non-8 (a); 
to  low  income  individuals;  and  to  businesses  located  in  areas  of 
high  unemployment  or  in  areas  with  a  high  concentration  of  low- 
income  individuals.   Participants  in  the  8(a)  program  comprise 
the  largest  percentage  of  7(j)  program  users,  receiving  more  than 
60  percent  of  the  7(j)  services  provided  over  the  past  several 
years.  Most  of  the  7(j)  providers  are  small  businesses;  some  are 
8(a)  firms. 

We  believe  that  we  need  to  provide  more  technical  assistance 
to  8(a)  firms  in  order  to  help  them  develop  and  prosper.  The 
7(j)  program  resources  have  been  reduced  over  time  from  a  high  of 
$12  million  in  1981  to  approximately  $8  million  in  1993.  We  are 
not  asking  for  more  funding  for  the  7{j)  program.  Me  believe, 
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how«v*r,  that  th«  b^st  us*  of  th«  exist ing  llaitsd  rasourcss 
would  b«  to  provida  aanagaaant  and  tachnlcal  assistanca  sarvicas 
prljuurily  to  8(a)  participant  fims.  Wa  ara,  therafora, 
targeting  our  aarvicas  to  prograa  participants. 

This  doas  not  aaan  that  tha  Agency  will  no  longer  provide 
assistance  to  non-8 (a)  firas  that  are  currently  eligible  for  7(j) 
services.  Mon-8(a)  firms  will  remain  eligible  to  participate  in 
■any  of  our  group  training  opportunities.  In  addition,  these 
firms  will  find  high  quality  assistance  available  from  other  SBA 
programs, -including  Snail  Business  Development  Centers  (SBDCs), 
Small  Business  Institutes  (SBIs)  and  the  Service  Corps  of  Retired 
Executives  (SCORE) . 

Historically,  75  to  85  percent  of  our  7(j)  appropriation  has 
been  used  for  one-on-one  consulting  services.  Nhile  one-on-one 
services  are  valuable  to  our  clients,  ve  believe  that  they  should 
be  supplemented  with  a  more  comprehensive  program  of  management 
and  technical  assistance.  This  program  would  include  utilizing 
America's  graduate  and  professional  schools'  executive  management 
programs,  and  providing  seminars,  which  would  be  conducted  by 
SBA'B  resource  partners  such  as  SBDCs,  SBIs,  and  SCORE.  We  also 
would  liXe  to  develop  training  through  other  federal  programs 
such  as  the  Department  of  Comserce's  Minority  Business 
Development  Administration  and  the  federal  government's  executive 
leadership  programs. 
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An  exzunple  of  working  with  •stabllshed  graduate  school 
programs  took  place  this  summer  when  SBA  provided  funding  to 
•llov  the  principals  of  49  8(a)  firms  to  attend  the  highly 
acclaimed  Minority  Business  Executive  Progreun  of  the  Amos  Tuck 
School  at  Dartmouth  College  at  a  total  cost  of  $147,000,  or 
$3,000  per  participzmt.   I  have  heard  from  many  of  those  who 
attended  this  program,  and  they  have  been  unanimous  in  their 
praise  for  the  value  of  this  opportunity.  They  received  truly 
superior  training  in  such  areas  as  leadership  and  teamwork, 
organizational  behavior,  operations  management,  marketing, 
communications,  finance,  and  financial  and  cost  analysis. 

Our  experience  with  the  Dartmouth  program  bolsters  our 
belief  that  8(a)  firms  are  well  served  when  we  provide  services 
in  a  group  setting.  We  have  identified  several  possible 
providers  of  courses  like  the  one  at  Dartmouth  including  Clark 
Atlanta,  Penn  State,  and  Boston  University.  We  will  continue  to 
explore  additional  opportunities  for  training  by  consulting  with 
our  8(a)  firms,  our  program  graduates,  and  with  this  Committee. 

BMCOCRAOZIIO  GREATER  PARTZCZPATZOM  BY  OTHER 
A0EMCZB8 

Our  fourth  goal  is  to  encourage  other  government  agencies  to 
provide  greater  contracting  opportxinities  for  8(a)  program 
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participants  and  other  SBall  disadvantaged  businsssss  and  thereby 
increase  the  probability  of  higher  revenues  for  our  custoaers. 

Critical  to  achieving  this  goal  is  the  creation  of  a 
government-vide  Small  Disadvimtaged  Business  (SDB)  Program 
modeled  after  the  program  now  in  effect  at  the  Department  of 
Defense. 

Under  the  SDB  program,  DOD's  goal  is  to  direct  5  percent  of 
its  procurement  dollars  to  SDBs,  Historically  Black  Colleges  and 
Universities  (HBCDs) ,  and  Minority  Institutions  (Mis) .  To 
achieve  its  goal,  DOD  is  authorized  to  provide  SDB  set-asides. 
DOD  also  gives  a  10  percent  preference  to  SDB  bidders  on  certain 
solicitations  that  are  being  openly  competed. 

This  progrcun  would  complement  the  8(a)  program  by  providing 
additional  contracting  opportunities  for  firms  both  vhile  they 
are  participating  in  the  8(a)  progriun  and  after  they  leave  it. 
Firms  will  gain  federal  competitive  experience  in  an  environment 
where  they  compete  only  with  other  SOBs. 

Also  important  to  our  achievement  of  this  goal  is  a  future, 
government-wide  use  of  the  Electronic  Data  Interchange  (EDI)  in 
the  federal  procurement  system.  This  is  critical  not  only  to 
8(a)  participants  but  also  to  all  small  businesses.  EDI  is  an 
electronic  system  that  will  be  used  by  procurement  departments  to 
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notify  small  busincssas  of  fadaral  contract  opportunitiaa  under 
$100,000.   Small  businesses  can  not  bid  on  contracts  they  do  not 
know  about.   In  addition,  EDI  sill  allow  our  customers  to  bid  on 
these  contracts  through  the  same  electronic  system,  to  facilitate 
contract  award. 

Government  agencies  will  also  be  encouraged  to  provide 
greater  contracting  opportunities  to  8(a)  firms  if  we  lessen  the 
paperwork  involved  in  the  8(a)  contract  award  and  administration 
process.  To  do  this,  we  are  exploring  proposals  to  allow  SBA  to 
delegate  contract  award  and  administration  fxinctions  to  procuring 
agencies  under  what  we  are  calling  our  "Preferred  Contracting 
Authority"  program. 

As  you  know,  SBA  now  enters  into  contracts  with  federal 
agencies  and  subcontracts  performance  to  eligible  8(a)  firms. 
This  requires  a  great  investment  of  time  by  procuring  agency 
personnel  and  the  SBA. 

For  example,  SBA  could  enter  into  agreements  with  federal 
agencies  and  departments  to  delegate  contract  award  and 
administration  authority  to  federal  agencies.   SBA  could, 
however,  retain  the  right  to  revoke  this  delegated  authority  if 
an  agency  violated  SBA  regulations,  federal  acquisition 
regulations  or  other  terms  of  Oie  agreement.  SBA  could  continue 
to  accept  contract  offerings  for  the  8(a)  program  on  specified 
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tens,  vhil*  allowing  agencies  to  contract  directly  with  eligible 
8(a)  flnts.  We  could  also  retain  authority  to  resolve  disputes 
regarding  8(a)  contract  Betters. 

We  will  also  examine  how  to  Instill  acre  flexibility  Into 
the  8(a)  conpetltlve  process.  Under  current  legislation, 
aanufacturlng  contracts  in  excess  of  $5  ■llllon  and  contracts  in 
all  other  industries  in  excess  of  $3  ■llllon  wist  be  coveted 
anong  eligible  8(a)- firms.  After  several  years  of  experience 
with  this  process  we  have  learned  that  in  8(a)  conpetition  one 
site  does  not  fit  all.  Tlae  and  again  federal  agencies  have 
coaplained  that  the  competitive  thresholds  are  either  too  high  or 
too  low.  Therefore,  we  will  be  looking  at  ways  to  make  the 
competitive  process  more  efficient  and  more  responsive  to  the 
needs  of  oxir  procurement  partners  so  that  they  will  make  a 
greater  number  of  contracts  available  for  our  customers. 

Z  have  just  talked  about  a  number  of  the  8(a)  program 
changes  that  we  want  to  make  to  improve  our  delivery  of  services 
to  our  customers.  I  have  not  mentioned,  however,  one  final 
element  that  is  critical  to  the  ultimate  success  of  our  plans  — 
the  successful  completion  of  the  automation  system  that  SBA  has 
been  developing  for  the  past  several  years. 

Ms.  Watts  will  provide  more  detail  on  the  current  status  of 
the  various  components  of  the  system.  But,  I  want  to  stress  how 
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absolutely  essential  the  success  of  this  systea  is  to  the  8(a) 
program  overall,   since  its  beginnings,  the  8(a)  program  has  not 
had  an  efficient,  reliable  management  information  system.   The 
current  system  was  originally  designed  as  a  financial  reporting 
system.   It  contains  only  skeletal  information  on  the  8(a) 
participants  and  8(a)  contract  awards.  The  system  runs  on  the 
Agency's  mainframe  and  allows  local  users  almost  no  ability  to 
manipulate  the  data  that  must  be  input  at  that  level.   Because 
the  system  is  of  little  use  to  the  field  offices,  keeping  the 
data  current  has  been  just  one  more  paperwork  burden  for  the 
field  staff,  with  no  measurable  reweurd. 

This  dismal  situation  is  now  in  the  process  of  being 
corrected.   I  assure  you  that  we  know  how  important  good  data  is 
to  good  program  management.  He  ceui  not  riui  the  8(a)  program  when 
do  not  have  automated  access  to  acciurate  data  on  every  program 
participant,  every  program  contract,  and  every  one  of  our 
procurement  partners.   The  completed  system  will  provide  this 
critical  data,  and  I  have  made  the  successful  completion  of  this 
systea  a  top  Agency  priority.   Our  plans  call  for  spending 
approximately  $900,000  over  the  next  2  years  to  complete  this 
system. 

I  strongly  believe  in  the  8(a)  program  changes  that  I  have 
announced  here  today.  However,  you  have  my  pledge  that,  in 
looking  at  ways  to  improve  the  8(a)  program,  X  will  not  lose 
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sight  of  ay  cosmltasnt,  nor  that  of  Prasldent  Clinton,  ^o  provide 
gr«at«r  access  for  snail  businesses  owned  by  disadvantaged 
individuals.  I  will  not  sacrifice  efficiency  for  expediency,  and 
I  will  not  Bake  choices  regarding  changes  just  because  they  are 
easier,  or  less  controversial. 

Z  will  count  on  your  help  in  aaXing  these  changes  possible. 
I  also  promise  you  that  this  is  just  the  beginning.  Over  the 
next  several  aonths,  ve  will  b^  seeting  with  our  custoaers,  8(a) 
program  graduates,  trade  associations,  representatives  of  other 
agencies  —  especially  the  Office  of  Federal  Procurement  Policy  - 
-  and  with  Members  of  this  Committee,  to  discuss  ways  to  improve 
this  program. 

Throughout  this  process,  we  will  be  discussing  the  numerous 
additional  changes  related  to  the  8 (a)  program  to  maXe  it  more 
user  friendly,  cost  effective,  and  highly  productive  for  our 
customers  —  the  socially  and  economically  disadvantaged  owners 
of  small  businesses. 

Now  I'd  like  to  ask  Ms.  Watts  to  address  some  of  the 
specific  concerns  raised  in  the  GAO  draft  report  on  the  MSB&COD 
program  and  your  letter  of  June  22nd. 
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Mr.  Cbainan  and  Meabers  of  the  CoBmltt**,  it  ia  ay  plaaaura 
to  be  here  today  to  provide  Infomatlon  relating  to  the  GAO 
follow-up  report,  and  other  matters  that  are  of  interest  to  the 
Coamittee . 

As  you  know,  the  current  report  is  a  follov-up  to  the  report 
issued  by  GAO  in  January  1992.  The  follow-up  report  acknowledges 
that  SBA  has  Bade  progress  in  correcting  soae  of  the  deficiencies 
noted  in  the  original  report,  but  notes  our  continuing 
difficulties  in  sons  areas.   Some  of  the  deficiencies  were 
exacerbated  by  Agency  do%m8izing,  but  we  believe  that  when  our 
new  systems  are  in  place,  improved  efficiency  will  more  than 
compensate  for  reduced  staff  levels.   I  will  address  the  six 
areas  discussed  by  GAO  in  the  order  that  they  appear  in  the 
report. 

1.   The  follow-up  report  indicates  that  our  efforts  to  automate 
the  8(a)  program  have  been  hampered  by  a  failure  to  properly  plan 
the  redesign  of  our  management  information  system.   In  addition, 
the  report  notes  that  the  absence  of  a  reliable  automation  system 
hampers  SBA's  ability  to  provide  Congress  and  its  own  program 
managers  with  timely  8 (a)  program  information. 

Although  our  planning  documents  are  not  in  the  required 
format,  o\ir  computer  system  designers  worked  closely  with  the 
potential  users  in  our  field  offices  to  assure  that  the  system 
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vill  a*«t  their  n«*ds.  Ovarall,  th«  autoaation  plan  ha*  baan 
•ound,  and  prograss  toward  full  inplaaantation  is  being  aada. 

Tha  firat  phaaa  of  tha  Cartification  Tracking  Systaa  (CTS) 
is  on-lina  and  in  usa  in  tha  SBA  Central  Office  and  in  the 
Central  Office  Duty  stations.  However,  it  is  not  yet  available 
for  use  by  our  field  office  staffs  in  the  district  and  regional 
offices. 

CTS  allows  SBA  to  track  prograa  applications  froa  the  date 
of  initial  submission  through  the  final  approval  or  decline 
decision.  The  systea  also  captures  background  information  on  the 
firm  and  its  principals  that  will  be  transferred  to  the  servicing 
portion  of  our  automation  system  and  maintained  and  updated  to 
provide  a  permanent  record  of  the  firm's  structure  and  otmership 
over  time. 

GAO's  assertion  that  CTS  lacks  the  capability  to  identify 
delays  occurring  in  the  review  process  is  not  accurate.  The   CTS 
system  is  a  database.   Since  early  in  the  development  of  the 
system,  we  have  had  tha  ability  to  manipulate,  sort  and  report  on 
the  data  that  tha  system  contains.  What  we  could  not 
automatically  produce  was  a  formatted  report  available  on  a 
regular  basis.  Now,  however,  this  deficiency  has  been  overcome. 
Our  Office  of  Information  Resources  Management  is  now  using  the 
CTS  data  to  provide  monthly  application  status  reports  to 
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MSBftCOD.   These  reports  will  allow  us  to  better  identify  where 
processing  delays  are  occurring.   However,  just  knowing  where 
delays  are  occurring  is  not  enough.  We  must  also  know  why  delays 
are  occiirring. 

We  have  worked  diligently  to  identify  where  and  why  delays 
have  occurred  and  what  we  can  do  to  prevent  such  delays  froa 
recurring  in  the  future.  Our  decision  to  centralize  the  DPCE 
function,  which  Mr..  Bowles  just  outlined  for  you,  resulted  from 
our  monitoring  of  the  8(a)  application  process. 

The  first  segment  of  the  Servicing  and  Contracts  System 
(SACS) ,  ^e  servicing  component  of  our  automation  system,  was 
recently  piloted  in  the  Richmond  District  Office.  This  system, 
which  will  be  maintained  in  each  local  office,  contains  critical 
data  on  each  firm's  day  to  day  activities  while  participating  in 
the  8(a)  program  participant.  This  includes,  among  other  things, 
historical  financial  data,  a  compilation  of  services  received  by 
the  firm  from  other  SEA  programs,  and  data  on  contracts  offered 
for,  and  awarded  to  the  8(a)  Xirm. 

We  recently  held  two  national '  training  sessions  on  SACS  for 
our  field  staff,  and  a  third  training  session  is  scheduled  for 
October.  We  anticipate  that  installation  of  SACS  in  all  field 
offices  will  take  place  during  FY  1994. 
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The  GAO  report  notes  that  8BA  has  alssed  deadlines  in 
submitting  its  annual  rsport  to  Congress  on  MSB&COD  program 
activities.  This  is  correct.  However,  copies  of  the  report  on 
program  activities  for  fiscal  year  1992  were  provided  to  each  of 
you,  and  to  the  members  of  the  Senate  Small  Business  Committee  in 
July. 

Although  the  delays  trtiich  SBA  experienced  in  completing  the 
annual  report  in  a  timely  manner  this  year,  and  in  the  previous 
two  years,  are  primarily  attributable  to  the  deficiencies  in  the 
present  automated  system,  I  have  asked  my  staff  to  compile  the 
reqpiired  data  to  provide  the  fiscal  year  1993  report  on  a  acre 
timely  basis. 

2.   The  next  problem  raised  in  the  GAO  draft  report  is  SBA's 
continuing  failure  to  achieve  the  90  day  processing  time  frame 
mandated  by  statute.  GAO  indicates  that  the  current  8(a) 
application  processing  time  exceeds  140  days.  .This  shows  a 
slippage  of  approximately  23  days  when  compared  to  the  prior  GAO 
review  which  reported  an  average  application  processing  time  of 
117  days. 

As  Mr.  Bowles  has  stated,  our  actual  average  processing 
times  have  increased  since  the  GAO  follow-up  study  was  performed. 
Earlier  in  this  testimony  we  provided  a  chart  showing  the  actual 
aging  of  8(a)  progriuB  applications  currently  being  processed. 
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The  slippage  in  processing  tiae  is  directly  attributable  to 
two  causes:   loss  of  staff  and  our  awkward  staffing  structure 
tAiich  requires  long-distemce  supervision  and  necessitates  two 
levels  of  review  at  geographically  distant  locations. 

Since  October  1,  1991,  the  Eligibility  Division  has  lost  16 
employees  directly  involved  in  processing  8(a)  program 
applications  in  the  field  offices.  Two  acre  will  depart  within 
the  Bonth.  We  have- also  lost  another  four  Central  Office 
eligibility  division  employees. 

Despite  these  problems,  however,  I  would  note  that,  for 
several  years  prior  to  the  enactment  of  Public  Law  100-656  in 
November  1988,  8(a)  application  processing  time  frames  averaged 
350-560  days.   Therefore,  although  we  continue  to  feu:  exceed  the 
90  day  processing  time  frame  mandated  by  the  statute,  we  have 
been  able  to  maintain  a  much  shorter  processing  time  than  prior 
to  1988,  with  no  sacrifice  in  quality.  We  believe  that 
centralization  of  the  DPCE  function,  coupled  with  effective  use 
of  an  accurate  management  information  system,  will  serve  to 
finally  resolve  the  problems  noted  in  the  GAG  report. 

3.   The  GAG  draft  report  is  complimentary  of  the  progress  that 
SBA  has  made  in  establishing  systems  to  track  the  assistance  it 
provides  to  8(a)  firms  under  the  7(j)  management  and  technical 
assistance  progreun.  The  draft  report  also  notes  that  SBA  has 
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contracted  for  the  developnent  of  a  systeiB  to  measure  the  ongoing 
effectiveness  of  assistance  provided  tinder  the  7(j)  program. 
Work  has  now  begun  on  this  contract.  He  vill  keep  GAO  apprised 
of  the  contractor's  progress  in  this  endeavor. 

4.  The  draft  report  also  recognizes  that  SBA  is  now  tracking 
the  amount  of  financial  assistance  it  provides  to  8(a)  firms 
through  its  primary  lending  tools:  SBA  loan  guarantees,  8(a) 
direct  loans,  and  previously  allowed  advance  payments.   It 
indicates,  however,  that  we  do  not  collect  information  on 
financial  assistimce  provided  by  SBA-sponsored  Small  Business 
Investment  Companies  (SBICs)  or  the  new  micro-loan  program. 

As  you  know,  SBA  does  not  lend  directly  to  businesses  under 
the  SBZC  or  micro-loan  programs.  He  maintain  information  on  the 
assistance  provided  by  SBA  to  our  intermediaries,  and  we  receive 
from  these  intermediaries  information  related  to  individual 
recipients.  However,  information  on  individual  recipients,  8(a) 
or  otherwise,  is  not  compiled  in  SBA's  national  loan  accounting 
system.  He  have  discussed  this  issue  with  the  managers  of  the 
SBIC  and  micro-lo2m  programs,  and  they  vill  be  examining  ways  to 
efficiently  capture  data  on  individual  SBIC  and  micro-loan 
recipients  who  participate  in  the  8(a)  program. 

5.  In  its  prior  report,  GAO  criticized  SBA  for  not  taking  steps 
to  withhold  contracts  from,  or  terminate  the  participation  of, 
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8 (a)  firms  falling  to  file  new  business  plans  after  the  enactaent 
of  Public  Law  100-656.   In  its  draft  report,  GAO  acknowledges 
that  Bost  8(a)  fims  now  have  approved  business  plans,  and  that 
SBA  is  taking  appropriate  actions  in  those  cases  where  business 
plans  have  not  been  submitted. 

GAO  notes,  however,  that  our  ability  to  perform  required 
annual  reviews  of  the  business  plans  varies  tunong  field  offices, 
depending  on  work  load  and  staffing  conditions.  This  is  correct. 
SBA  can  not  dispute  the  finding  that  resource  limitations 
adversely  affect  our  ability  to  review  and  update  participants' 
business  plans.   You  may  be  assured  that,  as  ptact   of  the  overall 
restructuring  of  SBA,  we  will  be  reallocating  existing  personnel 
to  provide  better  staffing  at  the  point  of  customer  service 
delivery  —  our  district  offices. 

6.   Finally,  GAO  Indicates  that  the  dollar  value  of  8(a) 
contracts  awarded  through  competition  has  improved  over  prior 
fiscal  year  levels.  We  agree  with  this  conclusion.  He  also  note 
that  we  are  considering  proposed  changes  to  the  8(a)  competitive 
process  that  should  serve  to  further  improve  the  efficiency  and 
use  of  this  process. 

ffhen  discussing  the  contracting  process,  GAO  indicates  that 
it  believes  SBA  regulations  regarding  the  application  of 
competitive  thresholds  to  indefinite  delivery/indefinite  quantity 
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(ZDXQ)  type  contracts  allow  agenciaa  to  circuovent  competition 
requirements.  This  contract  type  is  used  for  procurements  when 
precise  quantities  and  delivery  of  supplies  or  services  are 
unknown.   For  contracts  of  this  type,  the  procuring  agency 
generally  specifies  the  minimum  dollar  amount  that  it  has 
committed  to  the  procurement  as  well  as  the  total  estimated  value 
of  the  procurement. 

For  example,  an  agency  may  wish  to  enter  into  an  IDZQ-type 
contract  where  it  will  agree  to  buy  an  unspecified  number  of 
items  over  a  fixed  period  of  time  from  a  particular  8(a) 
contractor.  When  the  agency  offers  the  procurement  to  the  8(a) 
program,  it  will  tell  us  the  minimum  dollar  amount  that  it  has 
coamitted  to  spend  buying  items  —  the  "guaranteed  minimum 
amount,"  and  it  will  also  give  us  its  estimate  of  what  it 
actually  expects  to  spend  over  the  life  of  the  contract  —  the 
"Government  estimate."  These  figures  can  differ  by  a  significant 
amount. 

When  attempting  to  Implement  the  competition  requirements  of 
Public  Law  100-656,  SBA  determined  that  it  was  appropriate  to 
base  the  competitive  thresholds  on  the  minimum  guaranteed  amount 
because  there  was  no  certainty  that  an  8(a)  firm  %rould  ever 
realise  significant  Income  from  the  procurement.  Despite  the 
soundness  of  this  rationale,  SBA  is  aware  that  a  great  potential 
exists  for  procuring  agencies  to  use  the  IDXQ  exception  to  award 
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contracts  on  a  sol*  source  basis,  thus  clrcunvsnting  tha 
requirement  for  competition. 

Therefore,  we  are  proposing  a  change  in  8(a)  regulations  to 
require  that  IDIQ-type  contracts  be  treated  like  all  other 
contracts  when  determining  the  threshold.   Specifically,  the 
threshold  will  be  applied  to  the  total  estimated  value  of  the 
contract.  Including  options.  This  proposed  regulatory  change 
will  be  published  for  public  comment.  After  the  close  of  the 
comment  period,  ve  will  consider  all  comments  received,  and  will 
determine  whether  our  proposed  change,  or  any  other  change,  is 
appropriate  to  resolve  the  IDIQ  issue. 

Finally,  the  Committee  asked  for  information  regarding  our 
administration  and  enforcement  of  the  competitive  business  mix 
reqpiirements  of  Public  Lav  100-656.   SBA  examines  compliance  with 
competitive  business  mix  requirements  as  part  of  its  annual 
review  of  8(a)  participants  in  the  tremsitional  stage  of  program 
participation.  Each  firm,  as  part  of  its  annual  update,  is 
required  to  submit  to  SBA  a  business  activity  report  showing  the 
amount  of  8(a)  and  non-8 (a)  revenues.  Additionally,  SBA 
regulations  require  that  program  participzmts  in  the  transitional 
stage  certify  that  they  are  in  compliance  with  their  competitive 
business  mix  targets  prior  to  the  award  of  each  8(a)  contract. 
The  field  office  responsible  for  servicing  the  firm  then 
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datcraines  conpliance  with  buslnsss  activity  targets  tesed  on  a 
raviav  of  the  fira'a  businasa  activity  raport. 

In  its  inplementing  ragulations  published  in  August  1989, 
8BA  aatcUblisbad  rangaa  for  tba  parcantaga  of  non-8 (a)  ravanuas 
aach  firm  Bust  achiava  during  its  transitional  staga.  Tbasa 
ragulations  also  listed  tba  raaadial  aaasuras  that  8BA  could 
iapose  on  fins  that  fail  to  seat  the  required  mixes. 

The  ranedial  aeasures  include  requiring  the  firm  to  obtain 
management  and  technical  assistance;  conditioning  the  atrard  of 
future  sole  source  contracts  on  the  participant's  taking 
affirmative  steps  to  expand  its  competitive  business  activity; 
reducing  the  firm's  approved  8(a)  support  level;  reducing,  or 
eliminating  sole  source  8(a)  contracts;  and  program  termination. 
The  regulations  state  that  the  type  of  remedial  measure  used 
depends  in  part  on  the  extent  to  vhich  the  program  participant 
failed  to  obtain,  and  the  effort  expended  in  seeing,  non'-8(a) 
business. 

We  believe  that,  overall,  our  field  offices  are 
appropriately  monitoring  participants'  compliance  with  the 
statutorily  mandated  competitive  business  mix  requirements. 
However,  because  ve  have  learned  that  there  is  some  inconsistency 
in  our  application  of  competitive  business  mix  requirements,  ve 
intend  to  provide  additional  training  to  the  field  office  staff. 
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Wa  vant  to  be  surs  that  %rb«n  rttaedial  maasuras  ara  nacaasary, 
tbay  are  iaposed  in  a  fair  and  consistent  manner. 

I  would  like  to  thank  you  for  giving  urn   the  opportunity  to 
offer  these  comments.  I  would  also  like  to  assure  you  that  I, 
too,  am  deeply  committed  to  the  achievement  of  positive  changes 
in  the  8(a)  program.   I  will  look  forward  to  working  with  you  to 
that  end. 

Now,  as  Mr.  Bowles  has  indicated,  we  will  be  happy  to  answer 
any  questions  that  you  may  have. 
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U.S.  Small  Business  Administration 

Washington,  D.C.    Z0416 


OFPICI  or  THE  ADMINISTRATOR 


OCT  19603 

Honorable  Bill  Richardson 
Chief  Deputy  Majority  Whip 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Congressman  Richardson; 

This  letter  is  in  response  to  your  request  for  the  U.S. 
Small  Business  Administration's  (SBA)  comments  on  H.R.  2662,  the 
Business  Improvement  Act  of  1993.   This  bill  would  modify  the 
Minority  Small  Business  and  Capital  Ownership  Development  (8(a)) 
program . 

As  you  know,  the  8(a)  program  is  of  primary  concern  in  SBA's 
recommendations  included  in  the  National  Performance  Review  (NPR) 
report.   The  NPR  suggestion  to  reinvent  the  8(a)  program 
corresponds  to  my  concerns  about  the  current  8(a)  program  as 
well.   I  am  communicating  with  Members  of  the  Small  Business 
Committees  in  both  Houses  and  will  be  testifying  before  hearings 
on  the  8(a)  program.   With  this  in  mind,  here  are  our  views  on 
relevant  sections  of  the  bill. 

Proposed  section  2  would  require  that  8(a)  competitive 
contracts  awarded  prior  to  the  date  of  the  enactment  of  the  bill 
be  counted  toward  the  achievement  of  a  firm's' non-8 (a)  business 
activity  targets.   The  effect  of  the  proposed  section  would 
obstruct  the  intent  of  the  present  language  and  regulations  which 
is  to  ensure  that  program  participants  do  not  develop  an 
unreasonable  reliance  on  8(a)  contracts  and  to  ease  the 
transition  of  8(a)  firms  into  the  competitive  marketplace.   SBA 
opposes  this  section  as  proposed. 

Proposed  section  3  would  allow  contracting  officers  to 
conduct  competitions  limited  to  Small  Disadvantaged  Business 
firms.   This  would  increase  procurement  opportunities  government- 
wide  for  SDBs  because  currently  only  the  Department  of  Defense 
has  authority  for  establishment  of  an  SDB  program.   SBA  supports 
this  proposed  section. 
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Proposed  section  4  would  authorize  agencies  to  award  sole 
source  contracts  to  8(a)  firms  after  they  leave  the  program  if 
they  have  submitted  representations  and  certifications  for  the 
specific  contract  prior  to  exiting.   This  would  lessen  tiie 
problem  of  8(a)  firms  scrambling  during  their  last  few  program 
months  to  get  sole  source  contracts  signed  before  their  exit 
date.   SBA  recommends  Bodifying  this  provision  to  allow 
eligibility  only  if,  prior  to  the  date  of  program  exit,  SBA  had 
accepted  the  requirement  for  the  8(a)  progreun  and  the  firm  had 
submitted  its  representations  and  certifications  as  part  of  its 
initial  bid  or  offer,  including  price. 

Proposed  section  5  would  eliminate  competition  limited  to 
8(a)  firms.   As  part  of  its  overall  exeunination  of  the  8(a) 
program,  SBA  is  studying  the  issue.   Major  procurement  agencies 
clearly  believe,  however,  that  competition  in  the  8(a)  program  is 
advantageous  to  the  Federal  Government  and  would  oppose  its 
elimination. 

Proposed  section  6  would  provide  continued  access  to 
business  opportunities  to  firms  which  have  graduated  from  the 
8(a)  program.   It  would  also  require  in  paragraph  (E) (vi)  that 
once  an  SDB  set  aside  is  used  for  a  particular  procurement,  the 
procurement  would  always  have  to  be  a  set  aside.   Paragraph 
(E) (vi)  would  establish  a  size  standard  for  small  business  as  not 
having  more  than  1500  employees.   SBA  opposes  these  changes,  in 
respective  order,  as:   1)  making  the  purpose  of  graduation  moot; 

2)  discouraging  agencies  from  using  SDB  procurements  for  fear  of 
being  locked  into  always  being  required  to  use  this  program;  and 

3)  protecting  firms  that  are  not  small  and  disadvantaged. 

Proposed  section  7  would  require  SBA  to  perform  a  study  of 
development  program  participation  terms  by  industry  sector  and 
suspend  graduation  from  the  program  pending  the  establishment  of 
new  participation  terms  based  on  the  study.   The  term  "industry 
sector"  is  unclear.  Therefore,  SBA  reooaaends  using  the  term 
"SIC  code,"  as  that  term  is  used  in  13  C.F.R.  §121  et.  seq. . 
instead  of  the  term  "industry  sector."  SBA  opposes  suspension  of 
program  graduation  pending  the  results  of  the  study  and 
establishment  of  new  terms  as  it  could  postpone  graduation 
indefinitely. 

Finally,  proposed  section  8  would  allow  goods  or  services 
acquired  from  small  businesses  owned  and  controlled  by  "members 
of  an  economically  disadvzmtaged  Indian  Tribe"  to  be  counted 
toward  both  8(a)  and  "Buy  Indian"  acquisition  targets  or  goals. 
In  order  to  be  consistent  with  the  language  currently  included  in 
the  Small  Business  Act  regarding  tribal ly-owned  8(a)  concerns, 
SBA  recomBends  that  this  proposed  section  be  redrafted  to  read  as 
follows: 
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"Notwithstanding  any  other  provision  of  law,  if  a  Federal 
agency  contracts  with  the  Small  Business  Administration 
under  section  8(a)  of  the  Small  Business  Act  (15  U.S.C. 
637(a))  for  the  acquisition  of  goods  or  services  from  a 
small  business  concern  owned  by  an  economically 
disadvantaged  Indian  tribe  (or  a  wholly  owned  business 
entity  of  such  tribe)  such  acquisition  shall  be  considered 
to  be  in  compliance  with  section  23  of  the  Act  of  June  25, 
1910  (36  Stat.  861;  25  U.S.C.  47;  popularly  known  as  the 
"buy  Indian  Act")." 

Thank  you  for  the  opportunity  to  comment  on  this 
legislation.   The  Office  of  Management  and  Budget  has  advised 
that  it  has  no  objection  to  submission  of  this  report  from  the 
standpoint  of  the  Administration's  program. 


Sincerely, 


EiLTiHw  B.  Bowles 
Administrator 


Appendix  2.— GAO's  September  22,  1993,  Testimony  Concerning 
THE  SBA's  Section  8(a)  Program  (Which  Partly  Relates  to  the 
SBA's  September  22,  Congressional  Testimony  in  Appendix  1) 

United  States  General  Accounting  OfTice 


I  GAO 


Testimony 

Before  the  Comminee  on  Small  Business 
House  of  Representatives 


For  Release  on  Delivery 
Expected  at 
IOajn„EDT 
Wednesday 
September  22. 1993 


SMALL  BUSINESS 

The  Small  Business 
Administration's  Progress 
in  Restructuring  Its  Business 
Development  Program 


Statement  of  Jacquelyn  Williams-Bridgers, 

Associate  Director,  Housing  and  Community  Development 

Issues, 

Resources.  Community,  and  Economic  Development  Division 


GAO/T.RCED-93.56 
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Mr.  Chairman  and  Members  of  the  Committee: 

We  are  pleased  to  be  here  to  discuss  our  report  that  you  are 
releasing  today  on  the  Small  Business  Administration's  (SBA) 
progress  in  implementing  changes  to  its  8(a)  business  development 
program  that  were  mandated  by  the  Business  Opportunity  Development 
Reform  Act  of  1988  and  subsequent  amendments.^  As  you  know,  the 
goal  of  the  8(a)  prograun  is  to  promote  the  development  of  small 
businesses  that  are  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals. 

The  Congress  enacted  this  act^  because  the  8(a)  program  was 
not  developing  firms  owned  by  socially  and  economically 
disadvantaged  individuals  into  viable  businesses.   The  Congress 
noted  that  gaining  access  to  the  8(a)  program  was  a  lengthy  and 
burdensome  process,  program  administration  was  inefficient,  and  few 
firms  were  able  to  compete  successfully  in  the  open  market  upon 
leaving  the  8(a)  program.   To  remedy  these  problems,  the  act  made  a 
number  of  changes  to  improve  the  8(a)  program's  organization  and 
participation  standards,  business  development  activities,  and 
overall  management.   These  changes  included  requiring  that  SEA  (1) 
develop  and  implement  a  process  for  systematically  collecting  8(a) 
program  data;  (2)  annually  report  to  the  Congress  on  the  program's 
status  and  accomplishments;  (3)  process  B(a)  program  applications 


^Small  Business;   Problems  Continue  With  SBA's  Minoritv  Business 
Development  Program  (GAO/RCED-93-145,  Sept. 17,  1993). 

^The  "act"  refers  to  both  the  1988  legislation  and  subsequent 
technical  amendments  enacted  in  June  1989. 
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within  90  days;  (4)  obtain  ravisad  buainaaa  plana  from  8 (a)  tinm 
■o  that  SBA  can  better  monitor  thair  davalopnent;  (5)  annually 
review  each  business  plan  and,  with  the  8(a)  fira,  modify  the  plan 
accordingly  to  help  the  firm  achieve  its  business  development 
goals;  and  (6)  competitively  award  8(a)  contracts  which  exceed  a 
certain  dollar  threshold. 

As  you  will  recall,  Mr.  Chairman,  we  testified  before  this 
Committee  in  March  1992  regarding  the  difficulties  that  SBA  was 
having  in  implementing  the  legislative  changes,  and  the  agency's 
lack  of  reliable  program  data  needed  to  effectively  manage  the  8(a) 
program.'  Because  of  these  problems,  you  requested  at  that  hearing 
that  we  continue  to  assess  SBA's  efforts  to  implement  the  mandated 
program  provisions. 

In  summary,  while  SBA  has  made  progress  in  implementing  some 
program  changes,  it  continues  to  have  difficulty  in  implementing 
others.   SBA  did  not  plan  the  redesign  of  the  8 (a)  program's 
management  information  system  in  accordance  with  federal 
regulations  and  guidelines;  SBA's  latest  estimate  for  completing 
the  redesign  work  is  late  1995,  5  years  later  than  it  originally 
estimated;  and  SBA  has  yet  to  develop  an  estimate  of  the  total  cost 
for  the  system's  redesign.  Without  such  a  system,  the  Congress  and 
program  memagers  cannot  determine  what  assistance  is  being  provided 


*For  a  transcript  of  our  testimony,  see  Small  Business;   The  Small 
Business  Administration's  Progress  in  Restructuring  Its  B(&) 
Business  Development  Program  (GAO/T-RCED-92-35} . 
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to  8(a)  firms,  assess  its  effectiveness,  or  most  importantly, 
assess  the  8(a)  program's  overall  effectiveness  in  developing  B(a) 
firms.   The  need  for  basic  information  on  program  accomplishments 
has  been  reinforced  with  the  recent  enactment  of  the  Government 
Performance  and  Results  Act  of  1993.   This  legislation  requires  all 
federal  agencies  to  develop  the  Information  necessary  to  make 
objective  evaluations  of  program  performance. 

In  addition,  SBA's  certification  of  8(a)  program  participants 
continues  to  exceed  the  90  days  mandated  in  the  act,  averaging  170 
days  in  fiscal  year  1992.   Most  8(a)  firms  have  new  or  revised 
business  plans  approved  by  SBA,  but  SBA  is  not  annually  reviewing 
each  approved  business  plan  as  required  by  the  act.   And  while  the 
value  of  8(a)  contracts  awarded  competitively  during  fiscal  year 
1992  exceeded  the  combined  values  of  the  prior  2  fiscal  years,  the 
distribution  of  8(a)  contracts  continues  to  be  concentrated  in  a 
very  small  percentage  of  8(a)  firms. 

In  addition,  while  SBA  has  improved  its  tracking  and 
acquisition  of  management  and  technical  assistance  provided  to  8(a) 
firms,  it  still  needs  to  develop  criteria  for  measuring  the 
effectiveness  of  such  assistance.   Finally,  while  SBA  trac)cs  the 
principal  SBA  programs  that  provide  financial  assistance  to  8(a) 
firms,  it  still  does  not  know  the  full  extent  of  financial 
assistance  provided  to  8(a)  firms  by  all  SBA  programs. 
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The  8 (a)  progran  is  adninictarad  by  SBA's  Of fie*  of  Minority 
Snail  Business  and  Capital  Ownarship  Davalopnant.   As  of  May  1993, 
thara  vera  4,463  activa  8(a)  fims  in  tha  program.   In  fiscal  yaar 
1992,  the  8(a)  program  provided  4,693  new  8 (a)  contracts  and  16,578 
contract  modifications  to  new  and  existing  8(a)  contracts,  together 
totaling  $3.67  billion,  to  8(a)  firms. 

The  8(a)  program  is  the  federal  government's  principal  vehicle 
for  developing  small  businesses  that  are  owned  by  minorities  and 
other  socially  and  economically  disadvantaged  individuals.   Since 
the  late  1960s — when  SBA  first  used  the  8(a)  program's  authority  to 
provide  jobs  in  distressed  urban  areas — the  8(a)  program  has 
evolved  from  one  of  creating  jobs  to  one  of  developing  firms  owned 
by  socially  and  economically  disadvantaged  individuals  into  viable 
businesses.   Toward  this  end,  the  Congress  has  made  three  major 
legislative  attempts — in  1978,  1980,  and  1988 — to  Improve  SBA's 
administration  of  the  8(a)  program  and  to  emphasize  its  business 
development  aspects. 

Over  the  years,  reports  by  us,  SBA's  Inspector  General,  and 
others  have  shown  that  SBA  has  continually  had  problems  in 
administering  the  8(a)  program.  These  reports  have  made  numerous 
recommendations  to  improve  SBA's  administration  of  the  8(a) 
program.  However,  most  recently,  a  report  Issued  by  the  U.S. 
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CoiUDiBslon  on  Minority  Business  D«velopnent  concludsd  that  no  nore 
could  b«  dons  to  correct  SBA's  lax  rssponsibility  toward  ths  B(a) 
program  and  recommended  that  most  of  SBA's  B(a)  program  authorities 
be  transferred  to  a  new  agency,  which  would  need  to  be  created  by 
statute,  in  the  Department  of  Commerce/  The  report  stated  that 
SBA's  lack  of  progress  with  regard  to  the  8(a)  program  is  due  more 
to  an  institutional  aversion  to  the  minority  business  programs  than 
to  some  chronic  resource  limitation. 

REDESIGN  OF  THE  8(a1  PROGRAM'S  MANAGEMENT 
INFORMATION  SYSTEM  NOT  PROPERLY  PLANNED 

The  act  requires  that  SBA  develop  a  systematic  data  collection 
process  and  report  annually  to  the  Congress  on  the  8(a)  program's 
status  and  accomplishments.   In  1992,  we  reported  that  SBA's 
management  information  system  for  the  8(a)  program  did  not  provide 
SBA  with  the  data  needed  to  effectively  manage  the  program  or  to 
meet  the  act's  reporting  requirements.^  We  also  reported  that  SBA 
recognized  the  inadequacies  of  the  system  and  had  begun  a  four-step 
approach  to  redesign  the  8(a)  program's  management  information 
system. 


*United  States  Conunission  on  Minority  Business  Development— Final 
Report  (Wash.,  D.C.,  1992). 

'small  Business;   Probleros  in  Restructuring  SBA's  Minority  Business 
Development  Program  (GAO/RCED-92-68,  Jan.  31,  1992). 
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However,  our  followup  work  shows  that  much  of  SBA's  initial 
efforts  to  redesign  the  systen  were  not  planned  in  accordance  with 
federal  regulations  and  guidelines.   Specifically,  (1)  a  needs 
detemination  that  defines  the  requireaents  of  the  system  in 
relation  to  the  agency's  mission  was  not  completed;  (2)  an  analysis 
of  the  various  alternative  designs  for  the  systen,  including  the 
costs  and  benefits  of  each,  was  not  performed  according  to  federal 
requirements;  and  (3)  SBA's  overall  plan  for  implementing  the 
system  did  not  outline  software,  hardware,  and  telecommunications 
requirements;  describe  how  the  related  systems  would  be  interfaced 
and  integrated;  or  provide  a  schedule  and  cost  estimate  for  the 
redesign  effort.   As  a  result,  SBA  does  not  know  how  much  the 
redesign  will  cost  and  has  little  assurance  that  the  alternative  it 
selected  is  the  most  cost-effective. 

In  addition,  the  lack  of  proper  planning  has  helped  to  delay 
SBA's  implementation  of  the  8(a)  program's  management  information 
system  and  to  increase  the  system's  costs.   SBA  originally 
estimated  in  1989  that  the  redesign  of  the  8(a)  management 
information  system  would  be  completed  in  1990.   In  June  1993,  SBA 
officials  estimated  that  it  would  take  until  late  1995  before  the 
system's  redesign  is  complete.   Contract  costs  for  developing  the 
second  phase  of  the  system's  redesign  increased  by  more  than  240 
percent — from  about  $120,000  to  over  $418,000 — during  fiscal  year 
1992.  The  contractor  responsible  for  developing  this  phase 
repeatedly  cited  SBA's  failure  to  define  users'  requirements  for 
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the  system  as  an  inpedlment  to  its  development.  As  of  June  1993, 
SBA  had  no  estimate  of  the  total  cost  of  redesigning  this  system. 

The  act  also  requires  SBA  to  report  to  the  Congress  by  April 
30  of  each  year  on  the  status  of  8(a)  firms  and  the  8(a)  program's 
accomplishments  during  the  previous  fiscal  year.   The  first  report, 
due  in  April  1991  and  covering  fiscal  year  1990  activities,  was  not 
submitted  to  the  Congress  until  October  1991.   SBA's  fiscal  year 
1991  report  was  not  svibmitted  until  November  1992.   SBA  did  not 
submit  the  report  for  fiscal  year  1992  until  the  end  of  July  1993. 
According  to  SBA,  the  delays  occurred  because  the  8(a)  management 
information  system  did  not  include  data  needed  to  meet  the 
reporting  requirements  and  SBA  had  to  query  its  field  offices  for 
the  data. 

CERTIFICATION  OF  8fa^  PROGRAM  PARTICIPANTS 
CONTINUES  TO  TAKE  LONGER  THAN  THE  ACT  ALLOWS 

In  an  effort  to  improve  access  to  the  8(a)  program,  the  act 
requires  SBA  to  process  each  application  and  decide  on  an 
applicant's  eligibility  for  the  8(a)  program  within  90  days  of 
receiving  a  completed  application.   In  1992,  we  reported  that  (1) 
only  24  percent  of  the  applications  processed  during  the  first  11 
months  of  1990  met  the  mandated  time  frame,  (2)  SBA  was  averaging 
117  days  to  process  an  application,  and  (3)  SBA  was  unable  to 
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datcmln*  wh«r«  delays  w«r«  occurring  bacaus*  of  Biasing  data  in 
its  aanual  application-tracking  system. 

SBA  continues  to  have  difficulty  neeting  the  act's  90-day 
processing  reguirenent.   During  fiscal  year  1992,  SBA  completed  the 
processing  of  and  decided  on  846  8(a)  program  applications.   Our 
analysis  showed  that  SBA  took  an  average  of  170  days  to  decide 
whether  to  approve  or  decline  each  of  these  applications.   Of  the 
846  applications,  only  68,  or  about  8  percent,  were  processed  in  90 
days  or  less.   At  the  sane  time,  531  applications,  or  about  63 
percent,  took  at  least  151  days  to  process.   (App.  I  of  this 
testimony  shows  the  processing  times  for  the  846  applications.) 
According  to  SBA,  of  the  554  8(a)  program  applications  in 
processing  as  of  late  May  1993,  231,  or  42  percent,  had  already 
exceeded  the  90-day  requirement. 

In  1992,  we  reported  that  SBA  was  developing  an  automated 
system  to  track  8(a)  program  applications.   We  recommended  that  SBA 
fully  implement  the  system  and  use  it  to  identify  where  and  why 
application  processing  delays  are  occurring,  and  work  to  meet  the 
mandated  90-day  processing  requirement. 

Although  in  responding  to  our  recommendation  in  July  1992,  SBA 
stated  that  the  new  system  could  identify  where  and  why  processing 
delays  were  occurring,  our  followup  work  shows  that  the  system 
still  is  not  capable  of  producing  standard  reports  that  provide  SBA 
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with  such  Information.   Since  January  1992,  SBA's  emphasis  has  been 
on  entering  application  information  into  the  system  in  order  to 
build  a  data  base.   SBA  plans  to  incorporate  a  reporting  capability 
into  the  system  that  will  routinely  track  and  provide  standard 
reports  on  application  processing,  but  because  of  other  ongoing 
system  redesign  work,  SBA  estimates  that  work  will  not  begin  on 
this  effort  until  sometime  in  fiscal  year  1994.   Until  SBA  builds 
such  a  reporting  capeJsility  into  its  8(a)  program  application- 
tracking  system,  it  will  not  be  able  to  routinely  identify  and  deal 
with  application-processing  delays  on  a  day-to-day  basis. 

Despite  the  automated  application-tracking  system's  lack  of  a 
reporting  capability,  SBA  officials  maintain  that  they  are  aware  of 
where  the  application-processing  delays  are  occurring  and  are 
considering  organizational  changes  that  are  designed,  in  part,  to 
decrease  application-processing  times.   SBA  has  already 
restructured  the  8(a)  application-review  process  in  its  central 
office  and  reduced  the  overall  number  of  application  reviews.   SBA 
is  also  considering  eliminating  its  field  offices  from  the 
application-review  process,  and  consolidating  all  8(a)  program 
application-review  functions  at  the  central-office  level. 

NOT  ALL  BUSINESS  PLANS  REVIEWED  ANNUALLY 

The  act  gave  increased  importance  to  the  business  plan  as  a 
tool  to  aid  an  8(a)  firm's  development  by  requiring  that  each  plan, 
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among  other  things,  analyze  the  fins' b  strengths  and  weaknesses, 
set  forth  its  business  developnent  goals  and  objectives,  and 
estimate  its  future  8(a)  and  non-8 (a)  contract  activity.   The  act 
further  directed  that  (1)  for  any  firm  entering  the  8(a)  program 
after  June  1,  1989,  SBA  approve  the  firm's  business  plan  before  the 
firm  becomes  eligible  for  contracts  and  (2)  SBA  annually  review 
each  business  plan  with  the  firm  and  modify  the  plan,  as  needed,  to 
make  sure  that  the  firm's  business  development  goals  are  realistic 
and  to  help  the  firm  achieve  them. 

The  nvimber  of  firms  in  the  8(a)  progriun  with  approved  business 
plans  has  increased.   In  1992,  we  reported  that  SBA  had  reviewed 
and  approved  business  plans  for  2,250  firms,  or  57  percent,  of  the 
3,922  firms  in  the  8(a)  program  as  of  October  1,  1991.   The  latest 
data  available  from  SBA  showed  that,  as  of  November  30,  1992,  3,564 
firms,  or  about  88  percent,  of  the  4,071  firms  in  the  8(a)  program 
at  that  time  had  new  or  revised  business  plans  approved  by  SBA. 
According  to  SBA  officials,  the  remaining  12  percent  were  either 
relatively  new  to  the  8(a)  program,  not  receiving  8(a)  contracts, 
or  in  the  process  of  being  terminated  from  the  8(a)  program. 

Our  review  of  files  for  71  randomly  selected  8(a)  firms 
located  in  four  district  offices  in  SBA's  Regions  III  and  VI  showed 
that  66  of  the  firms  had  new  or  revised  business  plans  approved  by 
SBA.   Specifically,  all  26  8(a)  firms  in  the  New  Orleans  and  San 
Antonio  District  Offices,  27  of  the  30  8(a)  firms  in  the 
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Washington,  D.C.  District  Office,  and  13  of  the  15  8(a)  firms  in 
the  Philadelphia  District  Office  had  approved  business  plans.   None 
of  the  five  firms  without  approved  business  plans  had  received  8(a) 
contracts  during  fiscal  years  1991  and  1992.   The  files  also  showed 
that  SBA  had  informed  firms  that  remedial  measures  would  be  taken 
if  the  firms  did  not  submit  business  plans.   For  example,  the 
Philadelphia  District  Office  threatened  to  terminate  two  of  the 
firms  in  our  sample  from  the  8(a)  program  for  not  submitting 
business  plans.   During  our  review,  one  of  the  firms  submitted  its 
plan  and  SBA  approved  it,  but  the  other  had  not  submitted  a  plan. 

However,  our  file  review  also  showed  that  SBA  is  not  annually 
reviewing  approved  business  plans,  as  required  by  the  act.   In 
addition,  the  emphasis  given  to  the  annual  reviews  varied  between 
SBA  offices.   SBA  had  not  conducted  annual  reviews  of  the  business 
plans  for  8  of  the  15  8(a)  firms  in  the  Philadelphia  District 
Office  and  10  of  the  30  8(a)  firms  in  the  Washington,  D.C, 
District  Office.   SBA  officials  in  these  offices  stated  that  staff 
had  placed  a  low  priority  on  such  reviews.   Conversely,  SBA  had 
conducted  annual  business  plan  reviews  for  11  of  the  13  8(a)  firms 
in  the  San  Antonio  District  Office  and  all  13  of  the  8(a)  firms  in 
the  New  Orleans  District  Office.   Unless  it  annually  reviews  the 
business  plan  of  each  8(a)  firm,  SBA  has  little  or  no  assurance 
that  the  business  development  goals  in  the  plan  remain  realistic. 
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MORE  8fal  CONTRACTS  AWARDED  COMPETITIVELY. 
BUT  efai  CONTRACTS  STILL  CONCENTRATED  IW 
SMALL  PERCENTAGE  OF  FIRMS 

To  help  develop  8(a)  firms  and  better  prepare  then  to  conpete 
in  the  conffliercial  narketplace  after  the  firms  leave  the  8(a) 
program,  the  act  mandated  that  8(a)  program  contracts  must  be 
awarded  competitively  when  the  total  contract  price,  including  the 
estimated  value  of  contract  options,  exceeds  $5  million  for 
manufacturing  contracts  or  S3  million  for  all  other  contracts.   In 
1992,  we  reported  that,  of  the  approximately  8,300  new  8(a) 
contracts  awarded  in  fiscal  years  1990  and  1991,  totaling  $3 
billion,  67  contracts,  totaling  $136  million,  were  awarded 
competitively.   We  also  reported  that  we  could  not  determine  the 
number  of  new  8(a)  contracts  that  should  have  been  awarded 
competitively  because  the  8(a)  program's  management  information 
system  did  not  record  the  total  estimated  values  of  8(a)  contract 
options  that  might  be  exercised  in  the  future. 

The  dollar  value  of  8(a)  contracts  that  were  awarded 
competitively  during  fiscal  year  1992  exceeded  the  combined  dollar 
values  of  8(a)  contracts  that  were  awarded  competitively  during 
fiscal  years  1990  and  1991.   SBA  data  showed  that  of  the  4,693  new 
8(a)  contracts  awarded  in  fiscal  year  1992,  totaling  about  $1.7 
billion,  139  contracts,  totaling  about  $343.4  million,  were  awarded 
competitively.   This  represents  about  3  percent  of  the  new  8(a) 
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contracts  awarded  in  fiscal  year  1992  and  about  20  percent  of  the 
new  8(a)  contract  dollars.   He  were  unable  to  determine  how  many  of 
the  new  8 (a)  contracts  awarded  in  fiscal  year  1992  should  have  been 
awarded  competitively  because  the  8(a)  program's  management 
information  system  still  does  not  record  the  total  estimated  cost 
of  8(a)  contracts,  including  the  value  of  any  8(a)  contract 
options. 

As  part  of  our  work  Involving  the  competitive  award  of  8(a) 
program  contracts,  we  determined  the  extent  to  which  indefinite 
delivery,  indefinite  quantity  (lOIQ)  contracts  in  the  8(a)  program 
were  being  awarded  competitively.   This  type  of  contract  is  used 
when  a  procuring  agency  does  not  )cnow  the  precise  quantity  of 
supplies  or  services  to  be  provided  under  the  contract  and, 
consequently,  is  atble  to  estimate  only  the  minimum  value  of  the 
contract.   As  the  agency  identifies  a  specific  need  for  goods  or 
services,  the  IDIQ  contract  is  modified  to  reflect  the  actual  costs 
associated  with  the  goods  or  services.   When  an  agency  classifies 
an  8(a)  contract  as  an  IDIQ  contract,  SBA  regulations  require  that 
the  agency  consider  only  the  guaranteed  minimum  value  of  the 
contract  in  deciding  whether  the  contract  meets  the  8(a)  program's 
competition  thresholds  euid  should  be  coi]q>etitively  awarded.   The 
total  estimated  or  actual  lifetime  value  of  an  IDIQ  contract  is  not 
considered  in  determining  %rhether  the  contract  is  subject  to 
competition  as  it  is  with  other  contractual  methods. 


13 


I 


I 


319 


SBA's  8(a)  program  nanageaant  information  system  does  not 
identify  which  8(a)  contracts  are  ZDIQ  contracts.   However,  using 
data  obtained  from  the  Federal  Procurement  Data  System,*  we 
determined  that  in  fiscal  years  1991  and  1992,  8(a)  IDIQ  contracts 
whose  values  eventually  exceeded  the  competition  thresholds  were 
few  in  number  but  they  accounted  for  one-half  of  the  total  dollar 
amount  of  all  IDIQ  contracts  awarded.   In  these  2  fiscal  years, 
federal  agencies  awarded  2,872  IDIQ  contracts  to  8(a)  firms.  As  of 
May  1993,  these  contracts  had  a  total  value,  including 
modifications,  of  about  $2.8  billion.   Of  these  contracts,  173  with 
a  total  value  of  about  $1.4  billion  ultimately  exceeded  the 
competitive  thresholds.  Although  the  173  contracts  accounted  for 
only  about  6  percent  of  all  IDIQ  contracts,  they  accounted  for  50 
percent  of  the  total  value  of  all  8(a)  IDIQ  contracts  awarded 
during  the  2  fiscal  years.   Of  the  173  contracts,  21,  totaling 
about  $434  million,  were  competitively  awarded  and  152  contracts, 
totaling  about  $966  million,  were  not  competitively  awarded. 

According  to  SBA,  the  IDIQ  minimum-value  provision  in  its  8(a) 
progr2us  regulations  is  intended  to  protect  the  8(a)  contractor  from 
over  committing  financial,  personnel,  and  other  resources  to  meet 
IDIQ  contract  requirements  that  may  never  materialize.   However, 
SSIA  officials  conceded  that  a  procuring  agency  could 


^he  Federal  Procurement  Data  System,  operated  by  the  Federal 
Procurement  Data  Center,  collects,  develops,  and  disseainates 
federal  procurement  data  to  the  Congress,  the  executive  branch,  and 
m  the  private  sector. 
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Inappropriately  classify  a  contract  as  an  IDIQ  contract,  with  the 
result  being  that  the  contract  would  not  be  awarded  competitively. 

The  distribution  of  8(a)  contracts  aaong  a  relatively  few 
firms  is  a  long-standing  condition  that  continued  during  fiscal 
year  1992.   As  early  as  1981,  we  reported  that,  on  average,  50  8(a) 
firms  annually  received  about  31  percent  of  all  8(a)  contract 
awards  over  a  12-year  period.'  In  May  1988,  we  reported  that  50 
firms  received  about  $1.1  billion,  or  about  35  percent  of  the  value 
of  8(a)  contracts  awarded  during  fiscal  year  1987.*  Otir  January 
1992  report  noted  that,  of  the  3,645  firms  in  the  8(a)  program  at 
the  end  of  fiscal  year  1990,  50,  or  less  than  2  percent,  received 
about  $1.5  billion,  or  40  percent  of  the  nearly  $4  billion  in  8(a) 
contracts  awarded  during  the  fiscal  year.   SBA  data  showed  that  of 
the  4,291  firms  in  the  8(a)  progriua  at  the  end  of  fiscal  year  1992, 
50,  or  less  than  2  percent,  received  about  $1.15  billion,  or  about 
31  percent  of  the  $3.67  billion  in  8(a)  contracts  and  8(a)  contract 
modifications  awarded  during  the  fiscal  year. 

Conversely,  many  8(a)  firms  continue  to  receive  no  contracts. 
According  to  SBA,  of  the  3,645  firms  in  the  8(a)  program  at  the  end 
of  fiscal  year  1990,  1,914,  or  about  53  percent,  did  not  receive 
any  8(a)  program  contracts  during  the  fiscal  year.   During  fiscal 


'The  SBA  6  (at)    Procurement  Program — A  Promise  Pnfilled  (CED-81-55, 
Apr.  18,  1981). 

'small  Business  Administration; Status.  Operations,  and  Views  on 

the  8fa^  Procurement  Program  (GAO/RCED-88-148BR,  May  24,  1988). 
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year  1991,  3,155  flras,  or  55  p«rc«nt  of  th*  3,922  flras  in  the 
8(a)  prograa  at  th*  and  of  tha  fiscal  yaar,  did  not  racaiva  any 
contracts  through  tha  8(a)  prograa.   SBA  data  showad  that  during 
fiscal  yaar  1992,  2,327  firas,  or  54  percant  of  the  4,291  firms  in 
the  8(a)  prograa  at  tha  and  of  the  fiscal  yaar,  did  not  receive  any 
8(a)  contracts. 

IMPROVEMENTS  MADE  IN  TRACKING  AND  ACOUISITIOM 
OF  MANAGEMENT  AND  TECHNICAL  ASSISTANCE 

The  act  directed  us  to  report  on  the  amount  and  type  of 
management  and  technical  assistance  that  SBA  provided  to  8(a)  firms 
and  SBA's  criteria  to  measure  the  effectiveness  of  such  assistance. 
While  8(a)  firms,  as  small  businesses,  are  eligible  to  receive 
management  and  technical  assistance  from  various  sources  to  aid 
their  development,  SBA's  primary  source  of  such  assistance  for  8(a) 
firms  is  its  7(j)  program.   Under  the  7(j)  program,  SBA  hires 
contractors  to  conduct  seminars  and  provide  one-on-one  assistance 
to  8(a)  firms  and  other  small  businesses.   In  fiscal  year  1992,  SBA 
provided  eOsout  $7.8  million  in  7(j)  assistance  to  2,754  firms. 

In  1992,  we  reported  that  SBA  did  not  track  the  amount  and 
type  of  assistance  provided  to  8(a)  firms  under  each  of  the  16 
specialized  categories  of  7(j)  cssistance.   Consequently,  when  SBA 
contracted  for  7(j)  assistance  to  be  provided  under  each  category 
during  the  next  fiscal  year,  it  had  no  assurance  that  the 
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asslBtancs  baing  procured  would  b«  in  line  with  or  naet  the  needs 
of  the  8(a)  firms.   He  also  reported  that  SBA  had  not  developed 
objective  criteria  for  Measuring  the  effectiveness  of  7(j) 
assistance  but  Instead  relied  on  Indicators,  such  as  reports  from 
providers  describing  the  nature  of  the  7(j)  assistance  provided,  to 
neasure  its  effectiveness. 

SBA  has  taken  several  steps  to  Improve  its  tracking  and 
acquisition  of  7(j)  assistance.   During  fiscal  year  1992,  SBA 
requested  that  each  field  office  determine  its  7(j)  management  and 
technical  assistance  requirements  for  fiscal  year  1993  on  the  basis 
of  its  8(a)  firms'  needs.   SBA  used  these  data  to  make  adjustments 
to  its  fiscal  year  1993  7(j)  assistance  request  and  In  its 
subsequent  allotments  to  SBA  field  offices.   In  addition,  in 
September  1992,  SBA  entered  into  a  year-long  contract,  valued  at 
approximately  $100,000,  for  the  development  of  an  automated  system 
to  record,  track,  and  report  on  the  delivery  of  7(j)  assistance  to 
8(a)  and  other  small  firms.   In  November  1992,  SBA  directed  its  10 
regional  offices  to  provide  monthly  information  to  SBA  headquarters 
on  the  amount  of  assistance  provided  under  each  category  of  7(j) 
management  and  technical  assistemce.   While  the  automated  system  is 
being  developed,  SBA  is  continuing  to  memually  compile  the  data 
that  the  field  offices  submit  on  7(j)  assistance. 

In  early  July  1993,  SBA  entered  Into  a  contract,  valued  at 
$197,000,  for  the  development  of  criteria  and  a  program  for 
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assasslng  th«  •ff«ctiv«n«ss  of  7(j)  assistanc*.   Th«  contract 
provides  for  th«  contractor  to  make  an  initial  presentation  to  SBA 
on  such  criteria  and  program  around  mid-October  1993. 

EXTENT  OF  FINANCIAL  ASSISTANCE 
PROVIDED  TO  8(A)    FIRMS  NOT  FULLY  KNOWN 

The  act  also  directed  us  to  report  on  the  amount  and  type  of 
financial  assistance  provided  to  8(a)  firms  by  SBA.   SBA's 
principal  forms  of  financial  assistance  for  8(a)  firms  are  7(a) 
guaranteed  general  business  loans,  8(a)  direct  loans,  and  8(a) 
advance  payments,  which  are  cash  advances  from  SBA  to  assist  8(a) 
firms  in  performing  work  on  a  specific  contract.   Firms  in  the  8 (a) 
program  can  receive  other  forms  of  financial  assistance,  including 
equity  capital  and  loans  from  SBA-sponsored  investment  companies, 
and  microloans  from  SBA-sponsored  development  companies. 

In  1992,  we  reported  that  we  were  unable  to  determine  the  full 
extent  of  financial  assistance  provided  to  8(a)  firms  because  SBA 
did  not  have  a  system  for  identifying  all  forms  of  financial 
assistance  provided  to  them.  Therefore,  we  recommended  that  SBA 
determine  the  amount  of  loans  and  other  forms  of  financial 
assistance  provided  to  8(a)  firms. 

In  response  to  our  report,  SBA  modified  Its  loan-accounting 
system  in  June  1992  to  trac)(  7(a)  guaranteed  general  business  loans 
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made  to  8(a)  firms.   SBA  data  showed  that,  between  June  1992  and 
May  1993,  52  guaranteed  general  business  loans — valued  at  about 
$14.5  million — were  made  to  8(a)  firms. 

In  fiscal  year  1992,  SBA  made  30  8(a)  direct  loans  valued  at 
about  $4.7  million.   As  of  May  1993,  SBA  had  made  19  8(a)  direct 
loans  valued  at  $3.3  million  for  fiscal  year  1993.   Also,  in  fiscal 
year  1992,  SBA  disbursed  $10.1  million  in  advance  payments  to  8(a) 
firms.   According  to  SBA,  it  discontinued  ma)cing  advance  payments 
in  fiscal  year  1993  because  of  congressional  concerns  regarding  its 
authority  to  provide  such  assistance. 

Small  Business  Investment  Companies  (SBIC) ,  which  are 
privately  owned  investment  firms  licensed  and  regulated  by  SBA,  use 
their  own  and  borrowed  funds  to  provide  equity  capital,  long-term 
loans,  and  other  assistance  to  qualifying  small  businesses, 
including  8(a)  firms.   Much  li)ce  SBICs,  Specialized  Small  Business 
Investment  Companies  (SSBIC)  invest  in  small  businesses  owned  by 
socially  or  economically  disadvantaged  entrepreneurs.   In  fiscal 
year  1992,  SBICs  invested  about  $1  billion  in  small  businesses, 
while  SSBICs  invested  about  $443  million.   As  of  May  1993,  SBICs 
had  invested  about  $974  million  and  SSBICs  had  invested  about  $456 
million  in  small  businesses  for  fiscal  year  1993.   SBA  does  not 
have  a  mechanism  for  identifying  SBIC  or  SSBIC  assistance  provided 
to  8(a)  firms. 
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SBA'8  nicroloan  program,  authorized  as  a  pilot  project  in 
October  1991,  provides  financial  assistance  to  very  snail 
businesses,  especially  those  owned  by  minorities,  women,  and  low- 
income  individuals  who  are  unable  to  get  credit  in  amounts  that 
most  commercial  lenders  consider  too  small — $25,000  or  less.   In 
fiscal  year  1992,  SBA  disbursed  $12.7  million  to  community-based 
nonprofit  organizations  to  make  microloans  to  eligible  small 
businesses.   As  of  May  1993,  SBA  had  disbursed  about  $20.5  million 
to  these  organizations  for  fiscal  year  1993.  However,  SBA  does  not 
have  a  system  for  identifying  the  number  or  dollar  amount  of 
microloans  made  to  8(a)  firms.  Without  Information  on  the 
assistance  provided  to  8(a)  firms  through  the  microloan,  SBIC,  and 
SSBIC  proorams,  SBA  cannot  provide  the  Congress  or  the  public  with 
information  on  the  full  extent  of  financial  assistance  provided  to 
8(a)  firms. 

CONCLUSIONS  AND  RECOMMENDATIONS 

Mr.  Chairman,  more  than  a  year  has  passed  since  we  testified 
on  the  problems  SBA  had  in  implementing  mandated  changes  to  its 
8(a)  program.  While  SBA  has  made  some  progress,  it  continues  to 
have  difficulty  in  managing  the  8(a)  program  so  that  it  meets  the 
requirements  of  the  1988  act.  The  8(a)  program  still  needs  a 
management  information  system,  developed  in  accordance  with  federal 
regulations  and  guidelines,  that  provides  complete  and  accurate 
information  on  all  aspects  of  the  program,  without  such  a  system, 
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th«  CongrasB  and  program  managers  cannot  determine  what  assistance 
is  being  provided  to  8(a)  firms,  assess  its  effectiveness,  or  most 
Importantly,  assess  the  8(a)  program's  success  in  developing  8(a) 
firms.   Access  to  the  8(a)  program  still  needs  to  be  improved.   SBA 
must  provide  8(a)  program  applicants  with  timely  feedback  on  their 
eligibility  to  participate  in  the  program,  but  it  continues  to  lack 
an  8(a)  program  application-tracking  system  that  can  provide  timely 
Information  on  where  and  why  application  processing  problems  are 
occurring.   Finally,  SBA  must  periodically  review  the  business  plan 
of  each  8(a)  firm.   Without  such  a  review,  SBA  is  hampered  in  its 
ability  to  ensure  that  each  plan  is  up-to-date,  that  the  8(a) 
firm's  business  development  goals  are  realistic,  and  most 
Importantly,  that  the  firm  is  progressing  toward  achieving  these 
goals. 

In  view  of  SBA's  progress  since  our  January  1992  report,  we 
believe  that  the  recommendations  we  made  in  that  report  that  SBA 
(1)  fully  implement  its  automated  8(a)  program  application-tracking 
system  and  work  to  meet  the  90-day  processing  time  frame  and  (2) 
determine  the  amounts  of  financial  assistance  provided  to  8(a) 
firms  by  all  SBA  progriuos  continue  to  be  valid  and  should  be 
implemented.   In  addition,  our  latest  report  (GAO/RCED-93-145) 
recommends  that  the  Administrator,  SBA,  direct  the  Associate 
Administrator,  Minority  Small  Business  and  Capital  Ownership 
Development,  to 
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coaplat*  and  analyz*  users'  r*qulr«a«nts  for  ths  6 (a)  progran's 
■anaganant  Information  systaa,  docuaent  tha  systaa's  daslgn,  and 
coaplata  tha  systaa's  laplaaantatic*.  plan,  all  in  accordanca 
with  fadaral  ragulations  and  guldallnas,  and 

dlract  SBA  fiald  officas  to  annually  raviaw  each  approved 
business  plan,  as  required  by  the  act. 


Mr.  Chairnan,  this  concludes  my  prepared  statenent.   I  would 
be  glad  to  respond  to  any  questions  that  you  or  nembers  of  the 
Conmittee  aay  have. 
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ELAPSED  TIMES  FOR  THE  846  8(A)    APPLICATIONS 
PROCESSED  DURING  FISCAL  YEAR  1992 


Number  of  days 

Number  of 
applications 

Percent  of 
applications 

90  days  and  less 

68 

8.0 

91  to  120 

100 

11.8 

121  to  150 

147 

17.4 

151  to  180 

191 

22.6 

181  to  210 

174 

20.6 

More  than  210 

166 

19.6 

Total 

846 

100.0 

(385394) 
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Appendix  4. — Press  and  Magazine  Articles  Relating  to  the 
SBA's  8(a)  Program,  the  Difficulty  in  Obtaining  Surety  Bonds, 
OR  THE  Administration  of  the  SBA  Generally 
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Want  to  stags  a  high-stakas,  big-city  varsion  of  "Tha 
Hatfialds  vs.  Tha  McCoys"?  Una  up  savaral  African- 
Amarican  businass  ownars  on  one  side  of  a  room  and  a 
group  of  U.S.  Small  Businasa  Administration  (SBA)  offi- 
cials on  the  other  and  ask:  "Whaf  s  wrong  with  tha  8(a| 
program?" 

Then  duck. 

Although  the  controversial  minority  set-aside  program 
hasn't  touched  off  any  deadly  shootouts,  it  has  bean 
known  to  provoke  a  heated  war  of  words  between 
disgruntled  8(a)  entrepreneurs  and  defensive  SBA  admin- 
istrators. Tha  fact  that  both  sides  remain  at  odds  is  no 
surprise.  The  hanj  truth  is  that  this  legislatively  mandated 
federal  government  program— which  falls  under  section 
8(a)  of  the  Small  Business  Act — has  never  lived  up  to  its 
advanced  billing.  Since  its  establishment  in  1988,  charges 
of  mismanagament,  lack  of  direction  and  limited  re- 
sources hsve  topped  tha  laundry  list  of  criticisms  and 
complaints  leveled  at  the  program.  And  who  can  forget 
the  Wadtach  scandal?  It  was  a  dark  day  at  the  SBA  in 
1987  when  it  was  learned  that  the  Bronx.  N.Y.-basad 
defense  contractor  posed  as  a  minority-owned  firm  and 
bribed  government  ofhciels  to  gain  set-aside  contracts. 
It  seems  like  everyone  has 
"Going  to  tka  something  negative  to  say  about 
daatlst  Is  batter  the  8|a|  program.  A  January  report 
tlian  going  to  8(a)."     submrtted  by  the  U.S.  General  Ac- 

aays  Robinson,  si     couming  Office  IGAOI  to  the  House 

Black  OianMad     and  Senate  Committees  on  Small 

Eaterprlssa.      Business,  charged  that  tha  lack  of 
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MoNA/^ev^r, 
musiC3l-chiairs 
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lacK  o-f  direction 
hia\/e  tDJunted  the 
effectiveness 
o-f  an  important 
program  -For 
blacK  business. 


BY  KEVIN  D. 


data  on  many  program  activities  has  hurt  tha  SBA's  abiltty 
to  effectively  manage  the  program.  After  extensive  inter- 
views with  program  officials,  congressional  leaders  and 
current  and  former  8(a)  participants,  BLACK  ENTUPMSf 
agrees  that  the  24-year-old  program  remains  seriously 
flawed  and  deeply  troubled. 

An  increasing  number  of  the  program's  black  businass 
ownars  are  tired  of  toughing  out  e  lengthy  certification 
process,  fed  up  with  receiving  insufficient  management 

assistance  and  disenchanted  with  tha  SBA's 

I    H^3^^F*^3^^I^  musical  chairs  management  record.  Above 
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all,  many  black  chief  executives  are  questioning  the  value  of  a 
program  designed  to  make  fledgling  minority  businesses  competitive 
in  the  private  sector.  Since  black-owned  firms  make  up  48.3%  of  the 
3,919  companies  In  the  nine-year  program  (see  chart,  "The  8|a) 
Breakdown"),  their  words  carry  considerable  weight. 

"The  SBA  in  and  of  Itself  Is  inefficient,"  contends  Jimmla  Taylor, 
president  of  Alaska  Quality  Control  &  Technical  Services  Ltd.,  an 


The  SBA's  Walts  and  Fisher  have  their  work  cut  out  for  them. 

Anchorage-based  professional  engineering  and  tasting  services  firm 
that  received  its  8(a|  certification  sb(  years  ago.  "When  Reagan  talked 
about  getting  rid  of  it,  that  wasn't  such  a  bad  Idea." 

Adds  John  Robinson,  president  of  Black  Diamond  Enterprises  Ltd., 
a  Capitol  Heights,  Md.,  manufacturing  and  engineering  firm:  "Going  to 
the  dentist  is  probably  better  tfian  going  to  8(a).  It's  mind-boggling 
what  they  ask  you  to  do." 

Existing  8(a)  business  owners  are  not  the  only  people  complaining. 
'The  8(a)  process  is  arcane  and  quite  bizarre,"  says  Robert  T.  Lhuller, 
the  SBA's  one-time  chief  of  staff.  "The  agency  doesn't  have  the 
resources  to  help  these  companies  through  the  program." 

Now  the  president  of  Robert  T.  Lhuller  &  Associates,  a  Newark, 
Oel.-based  consulting  firm,  Lhuller  Is  tfying  to  change  that.  As  a 
consultant,  it  is  his  job  to  make  it  easier  for  entrepreneurs  to 
successfully  get  into  the  program  and  to  teach  them  how  to  make  it 
work  for  them.  Considering  the  number  of  companies  often  trapped  in 
the  8(a)  labyrinth,  he  shouldn't  have  a  hard  time  finding  clients. 

The  Birth  Of  8(a) 

Having  its  origins  in  1SS8,  the  SBA's  8(a)  program  was  designed  to 
give  socially  and  economically  disadvantaged  business  owners 
access  to  lucrative  government  contract  dollars.  The  goal  was 
simple:  After  receiving  several  years  of  management  and  technical 
assistance,  8(a)  firms  were  expected  to  have  the  necessary  skills  and 
contacts  to  make  it  on  their  own  in  the  mainstream. 

However,  a  not-so-funny-thing  happened  on  the  road  to  fostering 


minority  business  development.  Instead  of  creating  a  host  of 
multimillion-dollar  success  stories,  the  program  consistently  graduat- 
ed companies  that  were  not  sufficiently  prepared  to  compete  for 
contracts  with  the  big  boys  In  the  private  sector.  The  result?  A  large 
number  of  former  8(a)  companies  have  gone— and  continue  to  go— 
out  of  business  shortly  after  leaving  the  development  program. 

Want  proof?  In  1991,  the  district  offices  of  the  SBA  looked  at  645 
former  8(a)  companies  that  left  the  program  between  Oct  1, 1937  and 
SepL  30,  1990.  Of  those  firms,  an  astounding  42%  went  out  of 
business.  The  study  also  revealed  that  48%  were  still  in  business,  7% 
had  seriously  curtailed  operations,  and  3%  were  acquired  by  other 
firms.  Although  the  SBA  says  it  doesn't  know  the  ethnicity  of  those 
firms.  It's  safe  to  say  that  many  of  those  that  closed  up  shop  were 
black-owned.  Since  8(a)  was  launched,  9,430  companies  have 
participated  in  the  program.  And  57%  of  those  were  owned  by  blacks. 

"If  the  8(a)  program  were  a  business,"  notes  congressman  John 
Conyers  Jr.  (D-Mich.)  end  senior  member  and  a  co-founder  of  the 
Congressional  Black  Caucus  (CBC),  "they  wouldn't  qualify  for  the 
program  themselves.  Their  performance  is  unacceptable." 

Conyers  Is  right  The  program  was  so  embarrassingly  ineffective 
that  in  1988,  Congress  had  to  step  in  and  draft  the  Business 
Opportunity  Development  Reform  Act  That  legislation  sought  to 
improve  access  to  the  program  and  reduce  administrative  blunders  by 
doing  the  following: 

■  Requiring  current  8(e)  firms  to  submit  revised  business  plans  so  the 
SBA  could  better  track  their  development 

■  Mandating  that  certification  applications  be  processed  within  90 
deys 

■  Instructing  firms  to  compete  for  specific  contracts. 

If  s  four  years  later  end  unfortunately  the  SBA  is  still  cleaning  up  its 
act  The  certification  process  is  still  drawn-out  and  burdensome,  the 
management  and  financial  assistance  remain  woefully  inadequate, 
and  too  many  companies  continue  to  fail  after  graduating. 

So,  who  is  responsible  for  cleaning  up  this  king-sized  mess?  The 
first  name  that  comes  to  mind  is  SBA  Administrator  Patricia  Saiki.  As 
a  former  two-term  congresswoman  from  Hawaii,  Saiki  brings  limited 
small  business  experience  to  the  table.  Saiki  is  also  new  to  the 
position — she  was  appointed  SBA  administrator  in  Inarch  1991. 

The  individual  who  has  been  charged  with  revamping  the  8(a) 
program  is  a  former  revenues  collections  manager  lor  the  City  of  New 
Orieans.  The  problem  is,  she's  still  cutting  her  federal  government 
teeth.  Her  name:  Judith  A.  Watts.  Since  being  named  associate 
administrator  for  the  Office  of  Minority  Small  Business  &  Capital 
Ownership  Development  (MSB&COO)  lest  August,  Watts'  job  is  to 
implement  the  congressional  reforms  and  oversee  the  SBA's  minority 
small  business  programs— including  8(a).  Translation:  It  is  her  task  to 
make  things  work — or  more  accurately — turn  them  around. 

Although  Watts,  who  has  a  $31.2  million  budget  for  1992,  has 
extensive  experience  as  a  management  and  financial  consultant  she 
Is  still  getting  on-the-job  training  at  the  SBA.  That  does  not  bode  well 
for  the  program  since  Watts  and  her  nationwide  staff  of  418  are 
confronted  with  a  Herculean  challenge.  The  program  needs  a  major- 
league  overhaul.  Program  participants  know  it.  Congress  knows  it 
Nevertheless,  the  question  remains:  What's  being  done  about  it? 

Why  8(a)  Has  Failed 

If  you  ask  any  black  business  owner  why  he  chose  8(a),  that 
answer  will  be  simple:  'To  help  my  business  grow."  For  many 
African-American  entrepreneurs,  the  8(a)  program  represents  the 
best— and  sometimes  only — shot  they  have  at  doing  substantial 
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SPESilAL,  REPOir? 

butineu  twith  tha  govammant 

Says  Waldon  H.  Latham,  a 
small  businasx  advocata  and 
partner  In  the  Washington,  D.C., 
law  firm  of  Shaw,  PIttman,  Potts 
&  Trowbridga,  "Despite  its  prob- 
lems, tha  8(a)  program  is  the 
most  successful  federal  procure- 
ment program  that  ever  existed 
for  minority  businesses." 

Carl  A.  Brown,  CEO  of  Mendex 
Inc.,  an  $11  million  be  toti  tele- 
communicetions  finn  based  in 
Springfield,  Va.,  adds  that 
through  the  8(e)  program,  it  might 
take  only  five  months  to  land  a 
contract  where  In  the  normel 
competitive  arena,  it  may  take  a 
year  or  mori.  'That  competitive 
advantage  definitely  made  it  eas- 
ier for  me  to  get  contracts.  We 
would  have  been  half  our  size 
and  grown  a  lot  slower  had  It  not 
been  for  S(a),"  says  Brown, 
whose  IS-year-old  firm  graduat- 
ed from  8(a|  in  April  1988. 

Len  Rey,  president  of  (UY  Communications  Inc.,  a  Norristown.  Pa., 
systems  integrator  for  local  area  networks  end  telephone  systems, 
says  that  tha  program  gave  him  the  opportunity  to  demonstrate  that 
his  company  had  some  capabifity.  "We  became  certified  in  1988,  and 
we  didn't  get  the  first  contract  until  two  yeers  later,"  says  Ray.  'The 
first  one  was  with  tha  Census  Bureau  to  Install  cable— ^e  contract 
had  a  ceiling  of  $75,000  per  year.  The  first  year  we  did  about  $30,000 
worth  of  work.  They  liked  what  we  did  and  after  that  first  year,  we 
signed  a  three-year  contract,  and  wa  will  do  about  $200,000  worth  of 
work  for  the  Census  Bureau." 

William  H.  Smith  was  another  one  of  those  entrepreneurs  who 
heard  that  8(a)  might  give  him  a  good  shot  at  landing  a  few 
government  contracts.  Tha  president  of  ComTal  Productions  Inc.,  a 
Londonderry,  N.H.,  film,  video,  Interactive  production  company,  says 
ttiat  ho  applied  to  the  progrem  at  the  suggestion  of  a  friend.  "Initially.  I 
wasn't  Interested,"  recells  Smith,  whose  company  has  done  e  series 
of  Medicare  videos  for  the  Health  Cera  Ftnancing  Administration 
featuring  "20/20"  correspondent  Hugh  Downs.  "I  didn't  want  to  get 
bogged  down  in  something  that  would  Invoh/e  a  lot  of  paperwork.  But 
a  friend  told  me  how  it  helped  him  establish  a  real  base  for  his 
business.  I  saw  (his  as  an  opportunity  to  help  my  business  become 
more  stable  through  an  added  source  of  contracting." 

Smith  says  that  since  ComTel  joined  the  program.  8(a)  has.  among 
other  things,  enebled  his  firm  to  expend  into  touch  screen  technol- 
ogy— or  as  if  s  more  commonly  celled.  Interactive  video.  "We  would 
not  have  had  tha  opportunity  to  gat  into  this  and  of  the  business  as 
rapidly  had  it  not  been  for  8(a)."  he  says. 

However,  for  every  William  Smith  whose  expectations  were  met, 
there  are  hundreds  of  other  8(a)  business  owners  who  walk  away 
disappointed. 

Take  Jim  Taylor.  The  president  of  Alaska  Quality  Control  & 
Technical  Services  comends  that  8(a)  has  bean  a  total  disaster  for 
him.  Taytor.  whose  10-year-old  firm  grossed  $900,000  in  sales  last 
year,  says  he  joined  8(a)  in  1986  because  K  was  touted  as  a  minority 


business  development  program. 
However.  Taylor  laments  that 
the  progrem  hasn't  dona  much  to 
help  his  company  grow.  Since 
joining,  he  says  that  he  has 
landed  only  two  contracts  total- 
ing $232,000.  The  first  was  a 
$32,000  job  to  analyze  asbestos 
samples  at  Elmendorf  Air  Force 
Base  in  Anchorage  and  the  sec- 
ond was  a  $200,000  contract  to 
Install  telephone  systems  for  the 
U.S.  Rsh  &  Wildlife  agency.  For- 
tunately for  Taylor,  98%  of  his 
business  in  non-8(a). 

The  8(a)  contract  that  sticks  In 
his  mind,  however,  is  the  $U 
million  job  to  manage  a  computer 
research  effort  at  Bmandorf. 
While  pursuing  that  contract  ear- 
lier this  year,  Taylor  says  he  got 
little  support  from  the  SBA  It 
was  an  adversarial  situation,  ha 
recalls,  and  a  lot  of  unnecessary 
volleying.  "One  of  the  people  et 
Elmendorf  told  ma  about  the  pro- 
ject end  asked  what  SIC  [standard  industrial  classification)  codas  I 
had.  [SIC  codes  refer  to  the  type  of  business  an  8(a)  firm  Is  In.]  I  told 
him  and  he  said  he'd  list  the  project  under  this  particular  code." 
recalls  Taylor.  "When  I  got  to  the  SBA,  the  first  thing  they  seld  was. 
'What  is  the  size  of  the  contract?*  I  told  them  It's  for  $1.5  million.  They 
thought  it  wes  for  mora  than  $3  million,  which  meens  I  would  heve 
had  to  compete  for  It  against  other  8(a)  companies.  I  finally  got  that 
settled  with  them,  but  tiiey  were  not  trying  to  sit  down  with  me  to 
work  out  the  contract" 

It's  hard  to  pinpoint  the  mein  reason  why  8(8)  has  remained  In  such 
a  shambles  for  so  long  and  why  if  s  been  allowed  to  fail  countiess 
entrapreneurs.  In  fact,  if  s  downright  impossible.  But  if  you  had  to 
start  somewhere,  you  might  as  well  look  at  the  numerous  pereonnel 
changes  at  die  MSB&COD  over  the  pest  two  years. 

Between  January  and  September  of  last  year,  the  key  position  of 
associate  administrator  was  held  by  four  Individuals— including 
Judith  Watts.  And  between  May  1990  and  December  1991.  four 
persons  served  as  deputy  associate  administrator  for  Policy  Coordi- 
nation, Program  Certification  and  Eliglbirity.  No  agency— government 
or  not — can  maintain  a  consistent  agendo  when  its  top  officiels  era 
constantly  walking  or  being  pushed  out  the  door.  (See,  "Whaf  s  Next 
For  The  SBA?  June  1989.) 

Another  major  reason  why  the  8(a)  program  remains  ineffective  Is 
that  in  this  advanced  technological  age  of  ours,  the  SBA  still  ralles  on 
a  manual  tracking  system.  No  wonder  processing  pspenwork  Is  a 
bureaucrafs  worst  nightmare.  Just  asking  a  simple  question  like. 
"Whaf  s  going  on  with  my  application?"  might  take  weeks— or  months 
to  get  enswered.  The  egency's  manual  tracking  system  does  not 
identify  where  or  why  processing  delays  occur  because  it  does  not 
track  the  application  dirough  all  its  stages  and  often  leeks  data  for 
stages  that  are  tracked. 

This  has  sarious  Implications.  According  to  tha  6A0,  an  astounding 
76%  of  all  new  applicants  approved  or  declined  by  the  SBA  during  the 
first  11  months  of  1990  exceeded  the  acfs  new  9D-day  application 
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processing  requirement  TYie  SBA  met  the  requirement  for  only  about 
24%  of  the  268  applications  that  it  aprroved  or  declined  between 
January  and  November  of  1390.  The  GAO  found  that  the  average 
processing  time  was  117  days — and  even  thafs  rare. 
Ask  your  average  8(a|  business  owner  how  long  it  took  him  to  get 


certified  and  the  standard  response  is  "two  years."  Len  Ray,  of  RAY 
Communications,  says  he  was  rejected  twice  during  the  certification 
process.  "They  stopped  processing  me  one  time,"  says  Ray  with  a 
laugh,  "because  they  said  I  didn't  put  the  dates  on  my  resume." 

Ray,  however,  insists  that  he  did. 

The  SBA  maintains  that  it's  aware  of  the  hardships  a  manual 
tracking  systems  causes  and  says  K  should  have  a  fully  automated, 
$1.1  million  system  on-line  by  October  1993.  In  fact  the  first  phase  of 
that  system  want  on-line  in  January. 


The  Herculean  Challenge 

Judith  Watts  is  either  very  naive  or  knows  something  nobody  else 
does.  In  her  testimony  before  the  House  of  Representatives  Commit- 
tee on  Small  Business  in  March,  Watts  sard,  "While  there  is  still  some 
work  to  be  done  in  implementing  the  full  range  of  statutory  provisions, 
we  remain  confident  that  we  have  reached  a  point 
where  the  greatest  programmatic  changes  are  be- 
hind us,  and  we  can  now  proceed  with  full  implemen- 
tation." 

That's  nice  jargon,  but  the  bottom  line  is  that  the 
SBA  is  far  from  turning  around  the  program.  It's  no 
secret  thet  Watts  &  Co.  have  their  work  cut  out  for 
them.  She  told  black  enterprise  that  her  major 
challenge  is  to  assist  a  larger  percentage  of  8(a| 
businesses  in  landing  more  contracting  opportuni- 
ties. How?  Watts  says  that  the  SBA  plans  to  increase 
its  involvement  viilh  various  government  agencies  to 
improve  their  level  of  knowledge  and  understanding 
of  the  program. 

For  example,  the  MSB&COO  staff  began  in  Decem- 
ber to  hold  monthly  meetings  with  the  directors  from 
various  federal  offices  of  Small  and  Disadvantaged 
Business  Utilization.  Specialized  sessions  focusing 
on  the  particular  needs  of  agencies  have  been  held 
earlier  this  year  with  the  Agency  for  International 
Development  and  the  U.S.  Coast  Guard.  Watts  notes 
that  additional  outreach  programs  are  scheduled  to 
be  held  throughout  the  year.  The  intent  behind  the 
not-so-subtle  public  relations  campaign  is  obviously 
to  clean  up  Slal's  image  and  get  more  government  agencies  to  do 
business  with  8(al  firms 

To  bring  unqualified  MSB&COD  staffers  up  to  speed,  the  SBA  last 
August  sponsored  a  four-day  National  Training  Conference  in 
Arlington,  Va.  Watts  says  that  more  than  125  MSBSiCOD  staff 
members  representing  each  regional  office  and  most  district  offices 
participated.  The  training  covered:  eligibility  and  contract  issues; 
reporting  requirements;  management  and  technical  assistance  and 
outreach. 
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Tliora's  no  doubt  about  it:  Die  0(e)  firagr&ni  is  intimidating.  Ylio 
tuns  of  paporworli,  buruiincratic  rod  tape  ond  lonotiiv  cottificatiua 
process  aiti  oneugli  to  scaro  ofl  even  ttie  raost  exporicnccd 
cntrepronour.  However,  if  you'ro  brave  enough  to  go  tlio  0(a|  routo, 
Iioro  aro  a  few  (lointors  tliot  iniglit  rnoEie  yoor  joatnoy  loss  bnnipy. 
□  rind  out  what  ond  liuw  Uie  gouomiBont  buys  beforo  you  join  lbs 
Q(o)  progruin.  "Entraproneurs  should  do  tiiis  inibils  tboy're  guidng  into 
bu!?!nass,"  says  Jono  f  slsgrove  Dutior,  deputy  assocjats  adhiinistrH- 
tor  for  prooranis  for  liie  Minority  SbiqII  OesitiOss  &  Capital 
Ownombip  Oovoloprnont  Progmrii. 

Vo  got  a  good  linndlo  uii  how  lo  nogolioto  tlio  govornmont 
procureriiont  maio,  visit  your  local  Small  Businos*  Adniinistratian  or 
Sorvice  Corps  o)  tictirod  ijiiocHtives  oCIico.  Kiogt  uf  Hiosa  offlcos 
IiQVO  on-sita  counsulors  vjiio  tnrill  ghni  yon  fnis  udvlna  on  govom- 
iijons  procarenicnt  procoilures  nnd  contractiDg  opporiunitias.  (See 
sidcbnr,  "For  Mora  Infomiatioo.") 

Vou  should  olso  tulti  to  carroat  and  fonoor  0(o)  pnrticipanls. 
OoiiiOTdbar,  tho  only  vmy  you'll  got  tlw  "roal  doal"  on  Iiovj  R(n|  wnriie 
is  by  spooliing  to  puopio  oho  liavo  boon  tiirougb  tlio  procoss. 


□  CEeep  in  wind:  0(a|  is  not  a  "walfaro  progruni."  If  you  oiiiioct 
govonunant  contracts  to  just  drop  into  your  lop,  tiion  8(a)  is  not  for 
you.  Wliile  tlie  SRA  does  provids  soma  fonu  of  finnncial,  tocbnical 
ond  hianeguinent  assistance,  it's  up  to  tbo  individuAl  ontropronour  to 
got  tlia  most  out  of  tbo  progrom.  The  lioy;  Ularliet  your  conipeny  as 
aygrassively  as  yoo  would  it  you  woro  coinpoting  in  tho  opon 
niortiOL 

ClOa  preporod  to  submit  rooms  of  pnporworti.  In  addition  to  filling 
out  the  0(a)  businoss  oligibiliiy  stntoraaiit,  you'll  hovo  to  submit 
inuOHio  tai(  returns  showing  rcvonuas  (or  onch  oj  tho  proviuus  two 
yonrs  that  you  wero  in  business. 

U  i'roparo  your  curapony  for  graduation  ttia  hioniont  you  cntor  (bo 
program,  liow?  Estiiblish  a  goud  niiii  of  0(a)  and  non-U(a)  contracts. 
Uon't  wait  until  tirjo  yoora  beforo  your  compiiny  is  scbedulsd  to 
groduatc  before  pursuing  prtvatu-soctnr  wurb.  ^tori  ivorliing  as  soon 
OS  possiblo  so  you  con  Innd  tbuso  contracts  iinnicidiatcly.  "I'm 
wortctng  bardor  on  lay  GObiniurcial  boso  than  I  nia  on  iny  8(8),"  says 
John  L  Olalco,  president  of  John  L  Blalio  Associalos  Inc.,  a 
Rochostor,  N.V.,  biochino  loolioo  supplior. 
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SS^ECiAL.  RERORT 

Training  remains  a  major  concern  for  SBA  officiila — and  with  good 
reason.  Due  to  severs  budget  cuts  during  fiscal  year  1991.  only 
$189,425  was  available  for  MSB&COO  staff  training  compared  with 
$413,885  in  1990.  Therefore,  in  comparison  to  the  314  emplovees  who 
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Nuinhcr  of  linns  liy  olhnicitv, 
|inrtici|i<iliii(|  In  the  a(a)  protiriiin 
iluriiig  fiscal  fuar  1991.  <■ 
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were  trained  in  1990,  only  135  received  training  last  year. 

Says  Watts:  'This  program  has  undergone  a  lot  of  changes.  We 
have  to  constantly  work  to  move  it  forward.  But  I  think  the  program  is 
doing  a  good  job." 

Prescriptions  For  Change 

If  the  8(a|  program  is  to  ever  truly  foster  the  development  of  small 
minority-owned  businesses.  It'll  have  to  do  more  than  mouth  the  usual 
rhetoric. 

It's  clear  that  the  MSB&COO  must  find  out  how  much  management 


and  technical  assistance  8(a|  firms  require.  Inadequate  training 
remains  one  of  the  biggest  complaints  8(a|  business  owners  have 
about  the  program.  Under  the  agenc/s  7(j|  management  and 
technical  assistance  program,  the  SBA  hires  conuactors  to  conduct 
seminars  and  provide  ona-on-one  assistance  in  16 
specialized  categories,  such  as  loan  packaging  and 
accounting.  In  fiscal  year  1990.  the  SBA  spent  about 
SS.7  million  providing  assistance  under  the  7(j) 
program  to  1,204,  8(al  firms. 

Uka  many  SBA  observers,  the  U.S.  Commission  on 
Minority  Business  Oevelopment,  is  also  concerned 
with  8(a)'s  structural  problems.  'The  SBA  doesn't 
have  the  power  or  the  clout  to  make  the  8(a)  program 
more  efficient  or  effective,"  says  Joshua  Smith,  the 
commission's  chairman  and  CEO  of  Maxima  Corp.,  a 
Lanham,  Md. -based  systems  engineering  company. 
Based  on  the  recommendations  of  the  testimony  of 
more  than  500  hearing  participants,  the  commission's 
final  report  on  minority  business  calls  for  the 
following  changes: 

■  Upgrade  the  Minority  Business  Develpment  Agen- 
cy to  the  Minority  Business  Development  Administra- 
tion. The  new  organization  would  be  run  by  an  under- 
secretary and  would  fall  under  Senate  mandates 
instead  of  executive  order. 

■  Move  the  technical  support  and  loan  divisions  to 
the  new  agency. 

■  Transfer  the  contractual  elements  of  the  program 
to  the  individual  government  agencies.  In  other  words,  cut  out  the 
middleman,  vi/hich  in  this  case  is  the  SBA. 

Implementing  a  new  tracking  system  is  another  key  to  getting  the 
program  up  to  speed.  The  SBA  should  know  where  the  delays  occur 
in  the  application  process.  It  also  has  to  work  more  diligently  to  meet 
the  new  90-dey  processing  time  frame. 

Revamping  the  8(a|  program  hasn't  been  easy— and  it  never  will  be. 
Considering  what  has  to  be  done  to  make  It  run  more  effectively,  one 
has  to  wonder  if  the  SBA  Hatfields  and  minority  enterprise  McCoys 
will  ever  stop  fighting.  D 


FOR  MORE  INFORI¥aMirn(o)G:^ 


Nooi)  more  Infomiotion  on  the  8|a|  prograin  or  on  how  the 
Oovornmont  does  buslnos.i?  These  sources  should  answer  every 
question  you've  ever  had  about  the  8(a)  program  and  small  business 
In  general  hut  ware  afraid  to  ask. 

mFoilerol  liifonnation  Center  Program  (FIC),  P.O.  Box  6(10,  Cnmber- 
land,  FflD  21!n)1-0SII0,  301-722-3093,  assists  people  who  have  ques- 
tions nbout  federal  services,  programs  and  regolations.  The  pro- 
arom's  infoniuition  speGJallsts  villi  oither  ansvrar  yonr  question 
directly  or  roler  you  to  someone  who  can. 

■  Eoneral  Sorvicos  Adniinistratien  IGSA),  tolls  you  bow  to  sell 
firoducts  end  seruicos  to  the  govemnient  It  processes  mostly  new 
products  that  nova  not  been  solicited  by  a  specific  federal  agency. 
Tliero  aro  12  GSA  service  centers.  Tliay  aro  locnted  in  Los  Angeles; 
Son  Francisco;  Denvet;  Washington;  Atlanta;  Chicago;  Boston; 
Kansas  City;  KSow  York;  Philadslpkia;  Fort  Worth,  Texas;  and 
Auburn,  Wash;. 

■  SBA  tlotOno  Answer  Book,  by  Gustnv  Berfo  (John  Wilay  8i  Sons, 
Inc.  Now  Voth;  S14.95  for  paperiiack/$29.93  for  hardcover).  Having 
trouble  roacblng  tbo  SBA7  Well,  don't  sweat  it.  Uiis  book  professes 


to  answer  the  200  most  cammonly  asliod  questions  of  the  SDA 
HoUine  and  it  covers  a  wide  corioiy  of  small  business  concerns. 

■  Sorvice  Corps  of  Retired  Eiiocntives  (SCODE),  613  Third  St  SW. 
Snito  liVm,  Washington,  DC  20024-3212. 2a2-203-«7(>2.  is  an  nfrdiate  of 
the  SBA  with  approiiimataly  305  offices  or  chapters  and  more  than 
12,809  ouecuthfes  vjho  provide  riiansgement  consulting.  Consulting 
services  aro  free  and  confidsntial.  Worltsbops  ore  hold  by  many 
chapters  and  ranga  in  price  from  $5  to  $29. 

■  U.S.  Govemmaat  Pr'm^ag  Offico,  Siiporintemlaat  of  Doeimiants, 
Washington.  DC  2m0i,  202-783-3230.  operatos  2i  l)oo!tstt)res  nation- 
wido  and  has  printed  in  aiicess  of  20JIS0  boolcs. 

Write  for  free  "Subject  Dibliography"  fones  SB-307  oa  small 
business  and  SB-050  on  loderul  govemnioiit  fomts  or  call  iiifomntion 
to  find  tfio  boohstore  in  your  aroa.  Vou  need  a  Visa  or  TJlastorCard  to 
place  en  ardor. 

mU.S.  Small  Besiaess  flilhiiuistrathn  (SBA),  103  Tliird  St  SW. 
Washington.  DC  20Q16,  202-205-6509.  operatos.  among  other  tilings 
offices  for  Manogomeut  Assistance.  Rnancinl  Assistance  and  Small 
Business  Devohtpmufit  (inters.  ' 
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BODY 

To  get  work  nowadays,  subcontractors  generally  have  to  obtain  their  own 
surety  bonds . 

The  weakness  of  the  economy  is  making  prime  contractors  less  willing  to 
provide  surety  bonds  for  subcontractors,  amd  they  in  turn  are  finding  the  bonds 
harder  to  get,  according  to  the  American  Subcontractors  Association. 

Plenty  of  bonds  are  available,  says  Dick  Minick,  president  of  Contractor 
Resources  Inc.,  a  construction- insurance  agency  in  Albuquerque.   But  because  the 
economy  is  sluggish  and  construction  markets  are  shaky,  he  explains,  "the 
underwriting  requirements  are  being  adhered  to  more  closely  th£in  they  ever  have 
been. " 

Edith  James,  president  of  J  6  J  Installers  Inc.,  a  St.  Louis  steel-erection 
company,  recently  had  a  hard  time  getting  a  $  15,000  union- required  bond  to 
guarantee  worker  benefits--even  though  she  had  tried  to  back  the  bond  with  her 
own  cash. 

"It  was  a  horror,"  says  James,  who  has  been  in  business  15  years. 

Obtaining  surety  bonds  has  been  difficult  for  many  established  companies, 
experts  says,  but  it  may  be  even  worse  for  lesser-known  firms  or  start-ups. 

For  firms  seeking  bonding,  says  Minick,  "the  advice  historically  given  has 
never  been  more  true."  That  advice,  as  recommended  by  the  American 
Subcontractors  Association,  is  detailed  in  the  box  below. 

SUBJECT 

Insurance,  Surety  and  fidelity.  Purchasing  ;  Construction  industry,  Insuremce 
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Legislation  Will  Be  Proposed  to  Revamp 
Purchases  by  Pentagon,  Other  Agencies 


W^MvtSUvM 


/  By  Andy  Pasztor 

'  And  Thomas  B.  Ricks 

SlaJt  Rrporl^n  o/Tiir  Wau,  S-n«t:»-T  Journal 

As  part  of  Its  acquisition -reform  effort, 
Uie  While  Hotise  Is  about  to  unveil  a 
legislative  package  calling  for  the  Penta- 
gon and  civilian  agencies  to  Increase  sub- 
stantially their  small-business  contracts 
and  purchases  of  commercial  products. 

The  proposal,  expected  to  be  an- 
nounced next  week  and  introduced  by  a 
group  of  senior  Democratic  senators .  seeks 
to  lock  Into  law  many  concepts  bandied 
about  for  at  least  a  decade  to  streamline 
government  procurement,  save  Pentagon 
acquisition  dollars  and  Increase  federal- 
contract  competition.  But  Instead  of  piece- 
meal efforts  focusing  on  regulatory 
changes  -  which  have  turned  out  to  be 
especially  unsuccessful  inside  the  Penta- 
g(m  -  the  Clinton  administration  has  de- 
cided to  push  for  creation  of  a  simpler, 
unified  system  that  essentially  covers  all 
defense  and  nondefense  procurement,  ac- 
conling  to  lawmakers  and  congressional 
aides. 

People  wOTking  on  the  legislation  said  11 
will  stress  meeting  military  needs  by  turn- 
ing to  commercially  available  products 
whenever  feasible.  The  bUI  also  seeks  to 
make  it  easier  and  less  costly  for  small 
manufacturing  and  service  companies  to 
obtain  government  wort,  by  raising  to 
$100,000  from  S2S,D00  the  con  tract- value 
threshc^d  for  exempting  such  companies 
from  many  existing  government  require- 
ments Ln  areas  that  include  paperwork  and 
auditing. 
'Concrete  Proposals' 

With  more  than  600  separate  laws  con- 
trolling Defense  Department  acquisitions, 
"we  have  made  it  much  too  difficult  for 
firms  to  Integrate  their  defense  activities 
and  their  nondefense  activities,"  said  Sen. 
Jeff  Bingaman  (D..  N.M.).  one  of  the 
legislation's  main  sponsors.  Unlike  previ- 
ous bids  to  revamp  the  acquisition  system. 
Sen.  Bingaman  said  in  a  recent  interview, 
"this  is  not  just  another  report.  We've  done 
our  homework,  and  we  have  concrete 
prc^xtsals." 

To  help  larger  companies,  the  leglsla- 
tioD  is  expected  to  call  for  significantly 
more  reliance  on  tbelr  commercial-cost 
stnicture.  and  not  on  the  separate  JusHfi- 
catioQS  and  cost  submissions  now  required 
by  federal  statutes.  In  addition,  the  leglsla- 
tlOD  calls  for  speedier  resolution  of  bid 
protests  and  other  challenges  by  losing 
bidders. 

White  House  Budget  Director  Leon 
Panetta  previously  said  that  some  procure- 
ment-related proposals  were  forthcotnlng. 
but  the  administration  hasn't  disclosed 
any  details  and  the  shape  at  the  final 
package  wasn't  hammered  out  until  the 
past  few  days. 

The  move  Is  part  of  the  White  House's 
"reinventing"  govenmient  initiative,  and 
it  Is  likely  to  aiY>eal  to  many  lawmakers 
seeking  to  paint  themselves  as  cutting 
waste  In  the  wake  of  votes  to  Increase 
taxes.  More  broadly,  however,  the  pro- 


posed procurement  changes  have  become 
an  important  element  of  President  Clin- 
ton's policies  to  help  defense  companies 
convert  to  commercial  businesses. 

"The  most  effective  way  to  help  defense 
contractors  right  now,"  Sen.  Bingaman 
said  in  the  interview.  Is  "to  reform  the 
defense  acquisition  system  so  that  it  is 
easier  to  do  business  with  the  govern- 
ment." Sens.  John  Glenn  (D..  Ohio).  Carl 
Levin  (D..  Mich.)  and  Sam  Nunn  (D.,  Ga.) 
also  are  expected  to  sponsor  the  bill. 
Unions  Are  Unhappy 

Interestingly,  the  biggest  points  of  con- 
troversy in  drafting  the  bill  have  arisen  not 
with  the  defense  Industry,  which  seems 
largely  comfortable  with  it,  but  with  labor 
unions.  Unions  privately  are  unhappy  with 
certain  of  the  bill's  proposed  changes  to 
parts  of  current  procurement  law  that  "are 
there  for  socioeconomic  purposes,"  said 
one  congressional  aide  familiar  with  the 
discussions. 

Other  opposition  may  come  from  seg- 
ments of  the  small-business  community 
worried  about  losing  certain  preferences 
or  "set-asides"  they  now  enjoy.  Further- 
more, some  lawmakers  are  bound  to  op- 
pose portions  of  tbe  package  because  the 
result  is  likely  to  be  more  competitkn  for 
companies  back  home. 

like  tbe  North  American  Free  Trade 
Agreement,  tbe  procurement-reform  bin 
may  pnm  to  be  more  popular  witb  con- 
gressional Republicans  than  with  Demo- 
crats. Indeed,  the  bill's  current  draft 
targets  so  many  restrictions  oo  govern- 
ment buying  that  some  Republican  law- 
makers worry  tbe  White  House  won't 
spend  the  pohtlca]  capital  necessary  to  get 
the  measure  [tassed,  and  will  leave  them 
holding  a  controversial  bag.  But  another 
person  deeply  Involved  in  drafting  the  bill 
said  she  Is  confldenl  that  it  will  enjoy  wide 
bipartisan  support. 

To  some  extent,  the  move  simply  re- 
flects that  shrinking  Pentagon  acquisition 
budgets  -  down  almost  50%  from  the  peak 
of  the  early  1980s  defense  buildup -make  It 
harder  for  the  military  to  impose  its  own 
set  of  procurement  rules  on  industry.  By 
the  same  token.  White  House  and  Penta- 
gon officials  bcfpe  tbe  changes  will  make  It 
easier  for  defense  companies  to  convert 
high-tech  research  to  commercial  uses. 

Overall,  the  bill  follows  tbe  reoomroen- 
datl<His  of  a  congressionally  mandated 
report  by  a  panel  (A  industry  and  govern- 
ment (ffocuremait  experts  released  last 
January.  Ldtoy  Haugh,  vice  president  for 
procurenwol  matters  at  tbe  Aerospace 
Industries  Aaodatlon  and  a  member  at 
that  panel,  laU  contrmcton  generaOy  sop* 
port  the  panel's  recommeodatkns  to  tt- 
duce  "ndUtary-spedflc"  reqidrementa.  In 
recommeodlnc  eUminatkn  of  overtapptng 
and  sometimes  conflicting  laws,  tbe  panel 
concluded  thai  Congress  should  'Identity 
broad  pobcy  obJectiTCi  and  rundamentil 
requlronents*;  but  avoid  mkro-manage- 
ment  and  excessive  compliance  costs  thai 
"burden  technological  innovation." 
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Appendix  5. — Relevant  Excerpts  From  Final  Report  of  the  U.S. 
Commission  on  Minority  Business  Development,  December 
1992,  Part  II,  "Overview,"  Part  III,  "Summary  of  Key  Topics 
AND  Recommendations  of  the  Interim  Report,"  pp.  7-14,  and 
Part  VI,  "Summary  and  Conclusion,"  pp.  105-113. 
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II.    Overview^ 


The  purpose  of  this  Final  Report  of 
the  Commission  is  to  recite  our 
findings,  conclusions,  and 

recommendations  with  respect  to  the 
Federal  government's  efforts  to  promote 
the  development  of  minority  business 
concerns.  While  our  Interim  Report 
identified  programs,  issues,  areas  of 
concern  and  a  methodology  for  the 
pursuit  of  our  endeavors,  this  Final 
Report  is  "solution  driven"  and  responds 


to  the  many  hard  questions  raised  during 
our  initial  year  of  operation. 

Although  this  Final  Report 
contains  many  recommendations  to 
utilize  minority  business  programs  as 
part  of  a  national  strategy  to  promote 
economic  development,  we  believe  six  of 
these  recommendations  to  be  of  greatest 
significance  to  the  Federal  effort. 


First,  the  Commission  believes  that  the  continued  use  of  the  term 
"socially  and  economically  disadvantaged  small  business  concern"  is 
inappropriate  because  it  stresses  the  status  of  discrimination  rather  than 
the  effects  of  discrimination  on  the  nation 's  economic  system.  Therefore, 
the  Commissioti  recommends  that  the  term  "Historically  Underutilized 
Business"  (HUB)  should  be  used  in  lieu  of  "socially  and  economically 
disadvantaged  small  business  concern"  wherever  that  latter  term  may 
now  appear  in  law  or  regulation.  By  "Historically  Underutilized 
Business"  we  mean  a  for-profit  business  enterprise,  at  least  51  percent  of 
which  is  owned  and  controlled  by  one  or  more  individuals  who  are 
identified  as  belonging  to  a  racial  or  ethnic  group  that  has  been  subjected 
historically  to  prejudice,  due  to  factors  beyond  the  group's  control, 
resulting  in  an  underrepresentation  of  such  enterprises  in  a  particular 
field  of  commercial  endeavor.  Currently,  the  Commission  finds  that  such 
groups  include  Black  Americans,  Hispanic  Americans,  Asian-Pacific 
Americans,  Native  Americans,  and  Asian-Indian  Americans.  By  this 
recommendation  the  Commission  does  not  intend,  however,  to  eliminate 
the  term  "minority  business  enterprise"  since  we  believe  that  term  to  be 
appropriately  descriptive  of  a  class  of  firms  that  have  been  historically 
underutilized  in  most  areas  of  industrial  activity. 

Second,  the  Commission  recommends  that  the  enabling  legislation 
for  Capital  Ownership  Development  or  the  Section  8(a)  Program  of  the 
Small  Business  Act  be  changed  in  several  significant  ways.  Most 
importantly,  we  recommend  the  elimination  of  the  traditional  tripartite 
8(a)  contract  agreements  and  that  agencies  be  given  the  authority  to 
contract  directly  with  8(a)  certified  firms.  However,  such  firms,  at  their 
sole  election,  should  continue  to  have  access  to  assistance  during  contract 
negotiations  by  government  personnel  who  possess  not  only  the  requisite 
business  development  skills,  but  also  a  facility  with  federal  contract  law 
and  regulation.  Finally,  we  recommend  that  SBA  's  sole  direct 
involvement  with  the  operation  of  minority  business  programs  should  be 
confined  to  implementing  a  uniform,  nationwide  system  for  the 
certification  of  HUBs  for  all  federal  and  federally  funded  programs  that 
have  requirements  for  the  utilization  of  such  concerns. 
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Third,  the  Commission  recommends  that  the  Congress  and  the 
President  give  favorable  consideration  to  legislation  that  would  create  an 
Administration  for  the  Development  of  Historically  Underutilized 
Businesses  (ADHUB),  within  the  Department  of  Commerce,  to  be  headed 
by  an  undersecretary  who  reports  directly  to  the  Secretary  and  is  subject 
to  confirmation  by  the  Senate.  This  new  agency  should  be  the  recipient 
of  the  transfer  of  all  authority  under  sections  8(a)  (contract  support),  7(j) 
(management  assistance),  and  7(a)(20)  (direct  and  guaranteed  loans  for 
8(a)  concerns)  of  the  Small  Business  Act  We  also  recommend  that  only 
those  programs  of  the  Minority  Business  Development  Agency  that 
Congress  may  determine  to  meet  our  Uniform  Measure  of  Success  (see 
Section  IV.  of  this  Final  Report)  be  transferred  to  ADHUB. 

Fourth,  for  reasons  stated  in  Section  V.  (G.)  of  this  Final  Report, 
the  Commission  recommends  that  the  Congress  and  the  President  give 
favorable  consideration  to  legislation  that  would  re-authorize  the  United 
States  Commission  on  Minority  Business  Development  as  an  on-going 
entity,  incorporating  the  mission  and  authorities  of  the  Interagency 
Council  on  Minority  Business  Enterprise  and  the  Minority  Enterprise 
Development  Advisory  Council,  as  well  as  the  responsibilities  and  duties 
currently  found  in  section  505  of  the  Business  Opportunity  Development 
Reform  Act  of  1988  (Public  Law  100-656).  In  the  interim  we  recommend 
that  the  President  take  appropriate  action  by  Executive  Order  to  continue 
the  work  of  the  Commission. 

Fifth,  with  respect  to  access  to  debt  and  equity  capital,  the 
Commission  recommends  that  the  President  and  the  Congress  restate  the 
mission  of  the  Small  Business  Administration  in  clear  and  unequivocal 
terms.  The  Commission  is  of  the  opinion  that  the  primary  mission  of  the 
SBA  should  be  to  promote  entrepreneurship  by  providing  or  facilitating 
access  to  capital  by  those  firms  in  targeted  areas  of  the  economy  most  in 
need  of  stimulation  to  either  avoid  economic  concentration  or  to  promote 
other  legitimate  policy  goals  necessary  to  maintain  and  strengthen  the 
overall  economy  of  the  nation.  We  further  recommend  that  the  promotion 
of  long  term  "risk"  investing  for  minority  and  small  business  concerns 
pursuant  to  a  national  investment  strategy,  based  on  the  concepts 
presented  in  this  Final  Report,  particularly  those  capital  gains  proposals 
that  would  produce  the  maximum  incentives  for  investment  in  these 
concerns.  The  Commission  also  supports  the  recent  efforts  of  the 
Securities  and  Exchange  Commission  designed  to  lower  the  costs  of 
compliance,  ease  the  formation  of  venture  capital  funds,  and  establish  a 
securitization  program  to  increase  liquidity  for  the  commercial  paper  of 
small  firms.  In  the  course  of  our  review  we  have  also  examined  and  fully 
support  the  recommendations  of  the  Investment  Advisory  Council  in  its 
February  1992  report  to  the  Administrator  of  the  Small  Business 
Administration.  The  Commission,  moreover,  strongly  recommends 
implementation  of  those  sections  of  the  Comprehensive  Deposit 
Insurance  Reform  and  Tax  Payer  Act  of  1991  dealing  with  increased 
reporting  and  evaluation  of  minority  and  small  business  access  to  capital 
and  credit. 
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Sixth,  the  Commission  calls  for  the  reformation  of  qualification 
standards  of  all  government  personnel  charged  with  the  responsibility  to 
implentent  the  small  and  minority  business  programs  within  the  various 
buying  agencies.  The  Commission  recommends  that  the  Office  of 
Personnel  Managentent  create  a  specific  job  classification  for  ADHUB 
personnel  responsible  for  providing  managentent,  financial,  marketing, 
and  technical  assistance  to  HUBs.  Similarly,  a  new  job  classification 
may  also  be  needed  for  agency  personnel  that  implement  programs 
directly  affecting  HUBs  and  small  business  concerns. 


This  Final  Report  contains  many 
other  reconunendations  on  a  variety  of 
topics  that  are  importemt  to  the  minority 
and  small  business  communities.  The 
six  recommendations  listed  above 
represent  our  best  judgment  of  what  may 
likely  affect  the  greatest  number  of 
HUBs  in  the  most  significant  ways. 
However,  we  are  very  much  mindful  of 
the  fact  that  what  'we  consider  a  minor 
recommendation  in  this  Final  Report 
may,  in  fact,  mean  the  difference 
between  survival  and  bankruptcy  for  a 
particular  firm.  We  urge  that  all  our 
recommendations  be  considered  by  the 
President  and  the  Congress  and  that  none 
be  disregarded  or  ignored  simply  because 
they  were  not  placed  on  the  list  of  "top 
six"  recommendations  made  by  the 
Commission. 

The  Commission  has  devised 
uniform  "measures  of  success"  that 
contain  seven  discreet  standards  in  order 
to  aid  in  the  analysis  of  our 
recommendations  and  in  the  evaluation 
of  present  program  efforts.  We  strongly 
suggest  that  Congress  and  the 
Administration  use  these  measures  so 
that  there  will  be  some  unifonnity 
brought  to  current  efforts  of  providing 
assistance  to  minority  business. 

We  have  also  included 
recommendations  in  this  Final  Report  to 
improve  the  fairness  of  the  federal 
acquisition  system  in  order  to  promote 
equitable  competition  ainong  all  finns 
that  desire  to  market  their  products  and 
services  to  the  Government.  In  this 
section  of  the  Final  Report,  the 
Commission  has  offered  recom- 
mendations       regarding        consolidated 


contracting,  the  use  of  subjective  source 
selection  evaluation  criteria,  contract 
dispute  resolution  methods,  and  reform 
of  agency  goal  setting  procedures. 

We  have  also  included  more 
targeted  recommendations  regarding  the 
subcontracting  efforts  of  other  than  small 
business  concerns  and  have  called  for  a 
Unifonn  Federal  Procurement  statute  so 
that  such  businesses  are  not  subjected  to 
varying  criteria  of  significance  regarding 
the  use  of  HUBs  and  small  finns  based 
merely  on  the  agency  that  happens  to  be 
conducting  the  acquisition. 

With  respect  to  the  operations  of 
the  8(a)  Program,  the  Commission  has 
made  several  detailed  recommendations 
that  it  urges  be  adopted  by  the  newly 
proposed  Administration  for  the 
Developinent  of  Historically  Under- 
utilized Businesses.  These  recom- 
mendations pertain  to  tenn  limitations  in 
the  program,  competitions  ainong  8(a) 
certified  Finns,  the  use  of  business  plans, 
the  allocation  of  "national  buy" 
requirements,  the  administration  of 
developmental  assistance,  and  a  change, 
as  mentioned  above,  in  the  definition  of 
"eligibility"  to  embrace  the  newly 
fonnulated  concept  of  Historically 
Underutilized  Business  concerns. 

The  Commission  has  also 
reviewed  numerous  minority  business 
programs  of  the  states  and  their  political 
subdivisions  in  order  to  identify  those 
efforts  we  believe  most  beneficial  and 
deserving  of  replication  in  other 
jurisdictions.  In  the  course  of  this 
review,  we  have  been  made  acutely 
aware  of  the  limitations  placed  on  these 
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efTorts  by  the  holding  of  the  Supreme 
Court  in  The  Citv  of  Richmond  v.  J.  A. 
Croson  &  Co.,  448  U.S.  469  (1989). 
Accordingly,  the  Commission  has 
offered  a  recom-mendafion  that  suggests 
a  method  for  the  Federal  Government  to 
delegate  its  more  expansive 

constitutional  authorities  to  the  states  in 
order  to  allow  these  jurisdictions  the 
greater  flexibility  they  need  to  tailor 
remedies  that  most  precisely  fit  local 
circumstances. 

Finally,  the  Commission  stresses 
that  while  its  charter  may  end  with  the 
submission  of  this  Final  Report,  its 
mission  continues  until  all  groups  are 
afforded  equitable  access  to,  and  a  fair 
chance    to    participate    in,    our    nation's 


economic  system.  We  are  wasting 
opportunities  to  create  jobs,  increase 
national  wealth,  and  enhance  our  place  in 
global  competition  due,  in  part,  to  our 
failure  to  utilize  all  of  the  resources  at 
our  disposal.  It  is  a  problem  that  is  too 
costly  to  ignore  and  too  wrought  with 
inequity  to  tolerate.  Accordingly,  it  is 
the  Commission's  most  fervent  desire 
that  its  recommendation  to  create  an  on- 
going Commission  on  Minority  Business 
Development  be  favorably  considered  to 
protect  not  only  the  continuity  of  our 
work,  but  also  the  prospects  for  future 
economic  progress  that  is  truly  fused  in 
common  purpose  ■with  equity  of 
opportunity  for  all  people  under  one 
nation. 
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III.       Summary  of  Key  Topics  & 
Recommendations  of  the 
Interim  Report 


In       the       Interim       Report       the 
Commission  made  several 

recommendations  to  alert  the 
President  and  the  Congress  to  those  sireas 
of  concern  that  we  believed  deserving  of 
priority        attention.  While        our 

recommendations  generally  received  a 
favorable  response,  it  subsequently 
became  clear  to  us  that  many  preferred  to 
await  the  issuance  of  this  Final  Report 
before  initiating  full  consideration  of  all 
otir  recommendations  and  the  factual 
conclusions  on  which  they  are  based. 

We  cannot  and  do  not  fmd  fault 
with  such  efforts  to  promote  legislative 
economy  by  avoiding  piecemeal 
legislation.  However,  this  Final  Report 
and  our  earlier  Interim  Report  collectively 
present  all  of  our  major  concerns  and 
recommendations,  given  the  limitations  of 
time  and  resources  made  available  to  us. 
It  is  our  desire  that  the  Congress  and  the 
President  consider  them  fully  and 
expeditiously  and  that  all  segments  of  the 
business  community  are  afforded  the 
opportunity  to  make  their  voices  heard  by 
their  elected  officials. 

In  the  Interim  Report  the 
Commission  addressed  those  issues  it 
believed  most  critically  affected  the 
viability  and  growth  potential  of 
Historically  Underutilized  Businesses. 

As  the  Commission  explored  the 
impact  of  each  of  these  issues  it  sought 
and  offered  preliminary  recommendations 
in  the  following  areas: 

■  Capital  Ownership 
Development  or  8(a)  Program 

■  Access  to  Capita! 

■  Subcontracting 


Certification 

Entrepreneurial  Development 

International  Trade 

Perception 

Need  for  an  Independent 

Assessment  Body 


The  Capital  Ownership  or 
Section  8(a)  Program 

Our  initial  analysis  of  the  8(a) 
Program  focused  on  five  areas:  Program 
Admission;  Business  Development 
Assistance;  Economic  Disadvantage; 
Resource  Allocation  and  Management 
Structure;  and  Program  Integrity.  The 
Commission  noted  many  of  the  same 
concerns  that  the  Congressional 
committees  expressed  relevant  to  this 
program's  previous  perfonnance  and 
present  implementation  efforts.  Although 
the  admission  standards,  procedures,  and 
the  application  process  have  improved, 
preliminary  data  from  the  SBA  still 
pointed  to  a  series  of  chronic  problems. 

The  Commission  explored  these 
issues  in  more  depth  in  this  Final  Report. 
Such  issues  included: 

■  SBA  Role  in  Procurement 

■  National-Buy/Local-Buy 

■  Economic  Disadvantage 

■  Program  Admission 

■  Program  Participation  Terms 

■  Business  Development  Expense 

The  Commission  was  also 
concerned  with  the  nature  and  level  of 
training  received  by  Business  Opportunity 
Specialists  (BOSs)  in  the  areas  of 
business  planning,  financial,  marketing, 
and  technical  assistance. 


I 
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Lastly,  the  Commission  did  find 
that  the  SBA  continued  to  fall  short  of  its 
most  fundamental  of  responsibilities  -  the 
collection  and  compilation  of  vital  and 
reliable  program  data.  Even  though 
Congress  urged  the  agency  for  over  a 
decade  to  correct  this  situation,  the 
Commission  found  that  SBA  made  little 
progress  in  this  area. 


Access  To  Capital 

One  of  the  most  fonnidable 
stumbling  blocks  to  the  fonnation  and 
development  of  minority  businesses  is  the 
lack  of  access  to  capital.  In  the  Interim 
Report  the  Commission  gave  a 
description  of  the  "capital  gap"  as  well  as 
possible  means  of  narrowing  or 
eliminating  the  gap  through  a  variety  of 
government  programs  that  either  offer 
financing  or  stimulate  private-sector 
financing.  Included  in  this  discussion 
were  Small  Business  Investment 
Companies  (SBICs),  Minority  Enterprise 
Small  Business  Investment  Companies 
(MESBICs),  and  the  Small  Business 
Innovation  Research  (SBIR)  Program.  In 
addition,  a  discussion  was  provided 
regarding  a  study  commissioned  by  the 
U.S.  Department  of  Coininercc's  Minority 
Business  Development  Agency. 

Completed  in  1991,  this  study  was 
conducted  by  a  teain  led  by  the 
Opportunity  Funding  Corporation.  The 
study  offered  a  comprehensive  strategy 
for  closing  the  capital  gap  and  increasing 
the  participation  of  minority  businesses  in 
the  American  economy.  The  Executive 
Summary  of  that  study  was  included  as 
Appendix  F  of  the  Commission's  Interim 
Report. 


Subcontracting 

A  section  of  the  Interim  Report 
discussed  efforts  to  ensure  that  a 
percentage  of  government  subcontracts 
are  available  to  Historically  Underutilized 
Businesses.  We  offered  suggestions  by 
which  large  prime  contractors  could 
establish  specific  subcontracting 

opportunities  for  small  and  minority 
business.  Both  penalties  for  failure  to 
reach  these  goals  by  a  good-faith  effort 


(liquidated  damages)  and  positive 
incentives  to  stimulate  this  subcontracting 
were  discussed.  A  pilot  mentor  program 
was  also  explained  by  which  larger 
companies  develop  minority  finns  as 
"proteges." 


Certification 

In  our  Interiin  Report  we  noted 
that,  while  originally  intended  to 
safeguard  programs  designed  for  minority 
business  from  abuse,  a  myriad  of 
certification  processes  has  evolved  and 
have  "backfired",  saddling  minority 
businesses  with  cumbersome,  duplicative, 
and     tiine-consuming     red-tape.  The 

Commission  suggested  that  certification 
processes  be  standardized  and  that  a 
"certified"  business  be  recognized  by 
every  level  of  goveminent  and  not  forced 
into  a  series  of  duplicative  re-applications. 
The  fonnulation  and  implementation  of  a 
unifonn  certification  process  is  dealt  with 
extensively  in  this  Final  Report. 


Entrepreneurial  Development 

The  Interim  Report  recognized  that 
the  nation  needs  to  denote  far  more  effort 
on  entrepreneurship  education  and 
training  for  minorities  at  high  schools, 
community  colleges,  universities,  and  in 
professional  development  programs.  The 
commission  continues  to  view  this  as  a 
cardinal  concern  for  the  future  economic 
growth  of  America  and  deserving  of 
continued  and  specialized  study  and 
analysis. 


International  Trade 

Our  Interim  Report  recognized  that 
a  globally-based  economy  is  now  here, 
and  that  vast  new  markets  are  opening  up 
for  America's  entrepreneurs  who  have  the 
vision,  knowledge,  and  courage  to  trade 
and  export  their  services  and  products 
throughout  the  world.  A  portion  of  our 
Interim  Report  focused  on  the  unique 
potential  that  minority  businesses  have  for 
dealing  with  ever  expanding  international 
inarkets. 
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Perception 

In  this  segment  of  the  Interim 
Report  the  Commission  provided  a 
necessary  and  frank  evaluation  of 
negative  perceptions  affecting  minority 
business  and  the  importance  of  the 
public's  recognition  of  the  value  of  this 
business  sector  to  our  nation's  economy. 
The  Commission  urged  that  all  Americans 
woric  harder  to  remove  the  negative 
mindset  that  permeates  those  who  own, 
serve,  and  are  served  by  minority  owned 
finns. 


Need  For  An  Independent 
Assessment  Body 

Having  done  crucial  groundwork 
in  the  evaluation  of  efforts  to  promote  the 
development  of  Historically  Underutilized 
Businesses,  in  the  Interim  Report  the 
Commission  stressed  the  need  for  the 
continuation  of  an  independent 
assessment  body  that  will  ensure  progress 
in  this  arena. 

For  ease  of  reference,  reproduced 
below  are  all  of  the  Recommendations 
made  in  our  Interim  Report: 


A.  MINORITY  SMALL  BUSINESS  AND  CAPITAL  OWNERSHIP 
DEVELOPMENT  PROGRAM  (MSB/COD)  OF  THE  SMALL  BUSINESS 
ADMINISTRATION  (8(A)  PROGRAM) 

•  BOS  Trainong  Programs 

The  Commission  recommends  training  programs  be  devised  for  Business 
Opjjortunity  Specialists  to  provide  adequate  instruction  in  business  administration, 
procurement  law,  and  related  disciplines  in  addition  to  the  requirements  of  training 
in  the  Small  Business  Administration's  regulations  and  standard  operating 
procedures. 

•  Data  Collection  and  Reporting 

The  Commission  recommends  that  the  Small  Business  Administration 
immediately  comply  with  Congressionally  mandated  data  collection  and  reporting 
requirements  by  acquiring  appropriate  automated  data  processing  equipment 
needed  to  achieve  this  mandate. 


B.   LACK  OF  ACCESS  TO  CAPITAL 

•  Creating  a  National  Investment  Strategy 

The  Commission  recommends  that  a  national  strategy  for  providing  access  to 
capital  and  credit  for  minorities  in  business  be  developed  and  implemented  which 
is  an  investment  strategy  -  not  a  spending  strategy.  Government  investment  must 
serve  as  a  catalyst  for  private  investment. 

•  Tracking  THE  Flow  of  Capital 

The  Commission  recommends  that  the  Federal  Reserve  and  other  relevant 
agencies  institutionalize,  refine,  and  expand  the  national  survey  of  small  business 
finances  that  tracks  the  flow  and  sources  of  capital  that  impact  the  economic 
growth  of  Small  and  Historically  Underutilized  Businesses.  This  study  should  be 
continued  on  a  regular  basis. 
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•  Reinvigorating  S  BICs  and  MES  BICS 

The  Commission  recommends  that  SBICs  and  MESBICs  be  reinvigorated  to 
attract  private  investment  capital  and  management  as  they  are  the  only  institutional 
sources  of  early  state,  equity-type  financing.  The  Conunission  also  recommends 
that  the  SBA  reconsider  its  jjosition  on  limiting  pension  fund  investment  in  the 
SBIC  program  since  such  limitation  adversely  impacts  long-term  private  financing 
for  the  nation's  growth  firms. 

C.  SUBCONTRACTING 

•  Providing  Positive  Incentives 

The  Commission  recommends  more  positive  incentives  to  prime  contractors  who 
subcontract  to  minority  businesses.   An  example  of  such  incentives  can  be  found  in 
the  Nunn  Amendment  to  P.L.  101-510,  the  Defense  Authorization  Bill  of  1991, 
which  created  the  Pilot  Mentor  Protege  Program.  The  Commission  further 
recommends  that  mentorship  programs  be  implemented  as  part  of  all  federal,  state, 
and  local  government  business  development  agendas,  as  well  as  those  of  private 
industry. 

D.  CERTIFICATION 

•  Standardizing  the  Certihcation  Process 

The  Commission  recommends  the  establishment  of  a  standard  certification  process 
for  Historically  Underutilized  Businesses. 

E.  TRAINING  AND  EDUCATION  FOR  MINORITY  ENTREPRENEURS 

•  Entrepreneurial  Development 

The  Commission  recommends  that  emphasis  be  placed  on  entrepreneurship 
education  and  training  for  minorities  at  high  schools,  community  colleges, 
universities,  and  in  professional  development  programs  as  a  means  of  achieving 
America's  economic  well-being. 

F.  INTERNATIONAL  TRADE 

•  Measuring  Export  Contributions 

The  Commission  recommends  that  the  Commerce  Department,  the  SBA,  the 
Office  of  Management  and  Budget  (OMB),  and  other  relevant  agencies  develop 
appropriate  data  collection  techniques  to  measure  the  contributions  of  Small  and 
Historically  Underutilized  Businesses  to  U.S.  export  activities,  but  only  in  a 
manner  that  will  not  require  burdensome  compliance  costs. 
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G.  PERCEPTION 

•  Adopt  Positive  Terminology 

The  Commission  recommends  the  adoption  of  new  tenninology  which  implies  a 
more  positive  and  accurate  perception  of  minorities  in  business.  We  have  adopted 
"Historically  Underutilized  Businesses  (HUBs)"  to  refer  to  minority  owned 
businesses  and  encourage  the  use  of  this  term. 

H.  NEED  FOR  AN  INDEPENDENT  ASSESSMENT  BODY 

•  On-going  Evaluation  of  Federal  Programs 

The  Commission  recommends  the  establishment  of  an  independent  assessment 
body  whose  purpose  would  be  to  review  federal  and  private  programs  intended  to 
promote  and  foster  the  development  of  Historically  Underutilized  Businesses. 
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VI.      Summary  &  Conclusion 


A.    Summary 

Presented  below,  by  topic,  are  summaries  of  all  key  recommendations  made  in  this 
Final  Report.  The  topical  areas  parallel  the  subject  headings  found  in  Section  V. 


(1)  The  Federal  Organization 

The  Small  Business  Administration 

The  Commission  recommends 
that  the  Congress  and  the  Administration 
redirect  the  SBA  Business  Loan 
Programs  to  achieve  the  original  purpose 
of  the  underlying  statute,  as  recited  in 
Section  2  of  the  Small  Business  Act.  In 
our  opinion  that  would  entail  limiting  the 
availability  of  SBA  financial  assistance 
to  those  firms  capable  of  returning  the 
highest  yield  to  the  Government, 
measured  in  terms  of  increased 
competition  or  progress  to'ward  other 
clearly  articulated  economic  policy 
objectives.  In  this  regard  we  suggest 
consideration  of  a  two  tiered  approach, 
one  that  addresses  national  economic 
concerns  and  the  other  issues  of  a  more 
local  natiire. 

On  the  national  level  the 
Commission  recommends  that  the 
universe  of  eligible  firms  be  limited  to 
small  enterprises  attempting  to  enter, 
maintain,  or  expand  a  presence  in 
economically  concentrated  industries.  In 
addition,  there  are  certain  industries  that 
we,  as  a  nation,  should  actively  promote 
because  of  their  high  growth  potential, 
importance  to  futtire  economic  progress, 
or  for  their  contribution  to  the  industrial 
base. 

While  we  concede  the 
identification  of  these  "National  Priority 
Businesses"  to  some  central  authority  in 


Washington,  DC,  we  also  believe  that 
SBA  District  Offices  must  be  responsive 
to  the  realities  in  their  local  economies. 
Consequently,  the  Commission 

recommends  that  each  SBA  District 
Office  be  allocated  a  share  of  loan 
authority  that  can  be  reserved  for  small 
business  deemed  to  be  a  "Local  Priority." 
That  priority  could  embrace  the 
circumstances  of  a  major  local 
employer's  need  to  modernize  plant  and 
equipment  to  fend  off  foreign 
competition,  or  the  need  of  a  community 
to  find  alternative  sources  of  employment 
and  income  to  replace  a  local  industry 
rendered  absolute  by  a  new  technology. 
We,  of  course,  do  not  intend  that  such 
funds  be  used  to  subsidize  inefficient 
enterprises.  Guidelines  should  be 
established  to  prevent  abuse  and 
periodically  reviewed  to  assure  their 
efficacy.  However,  we  believe  the 
abundance  of  discretion  in  the 
application  of  those  guidelines  should 
rest  on  the  shoulders  of  local  SBA 
officials. 


The  Federal  Procurement  System 

The     Commission     recommends 


that: 


(a) 


All  proposed  consolidated 
contracting  be  reviewed  for  its 
impact  on  small  and  minority 
business  and  for  its  effect  on 
competition  in  the  near  and  long 
term.  Such  review  should  be 
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conducted  by  cither  the  agency's 
Director  Tor  Small  and  Small 
Disadvantaged  Business  Utiliza- 
tion or  by  personnel  of  the 
appropriate  buying  activity 
charged  with  similar  respon- 
sibilities, as  the  Director,  to 
enforce  policies  and  conduct 
programs  for  the  benefit  of  small 
and  minority  business. 

(b)  All  source  selection  evaluation 
factors  and  subfactors  be 
contained  in  the  solicitation  and 
each  be  accompanied  by  a 
specific  numerical  weight.  After 
source  selection  and  prior  to 
award,  if  possible,  each  offeror 
should  receive  a  listing  of  the 
scores  it  was  given  on  each  such 
factor  and  subfactor.  Subsequent 
to  source  selection  and  prior  to 
award,  if  possible,  each  offeror 
should  be  advised  of  the  name  of 
the  apparent  successful  offeror 
and  the  aggregate  evaluation 
score  given  to  that  source  by  the 
soiirce  selection  authority. 

(c)  Congress  consider  favorably  the 
creation  of  a  contract  disputes 
agency  that  would  hear  both  pre- 
award  and  post  award  contract 
disputes.  We  further  recommend 
that  recourse  within  the  new 
agency  be  tiered  so  that  a 
protester  is  required  to  seek 
mediation  before  adjudication  by 
an  administrative  law  judge.  From 
there  further  appeal  could  be  had 
before  a  panel  of  such  judges. 
Judicial  review  of  final 
administrative  decisions  should  be 
vested  exclusively  in  the  United 
States  Claims  Court.  The  new 
agency  would  operate  under  a 
single  set  of  procedural  rules  that 
stress  informality  at  the  lower 
levels  and  expeditious 
considerations  at  all  stages.  We 
should,  therefore,  also 
recommend  elimination  of  the 
boards  of  contract  appeals  in  all 
agencies  that  have  them  and  the 


procurement  law  group  in  GAO 
that  now  handles  bid  protests.  Of 
course,  such  resources  can  be 
transferred  to  the  new  agency,  as 
needed. 

(d)  The  Office  of  Federal 
Procurement  Policy  and  the  Small 
Business  Administration 
formulate  binding  criteria 
applicable  to  all  agencies  that  will 
detail  how  procurement  goals  are 
to  be  formulated.   Further,  the 
Commission  recommends  that 
such  goals  be  submitted  to  the 
Congress  annually  as  a  part  of  the 
President's  budget  request  for 
each  agency.   We  believe  that  will 
raise  the  visibility  of  goal  setting 
to  a  much  higher  level  within 
Government  and  give  the 
Congress  an  opportunity  to 
review  and  analyze  the  goals 
before  they  are  adopted.  We  also 
believe  making  a  linkage  between 
an  agency's  budget  request  and  its 
proposed  goals  will  afford 
Congress  the  leverage  it  needs  to 
gamer  appropriate  attention.  The 
Commission  further  recommends 
that  an  agency's  explanation  for 
failure  to  reach  a  prior  year  goal 
take  the  form  of  a  "corrective 
action  report"  that  should  be 
published  in  the  Federal  Register 
for  public  comments  and 
suggestions. 

(e)  With  respect  to  the  DoD  Mentor- 
Protege  Program,  the  Congress 
and  the  DoD  meet  with 
representatives  of  both  the 
Minority  Community  and  a 
representative  cross-section  of 
other  than  small  DoD  prime 
contractors  for  the  purpose  of 
developing  alternative  methods 
for  improving  the  program.  At  a 
minimum,  we  urge  consideration 
of  the  following: 

•    The  establishment  of  a  long 
term  goal  of  at  least  10  percent  for 
subcontracting  with  small 
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disadvantaged  business  concerns. 
We  further  recommend  the 
Government  plan  to  reach  this 
level  in  no  more  than  four  years. 

•  The  Commission  believes  that 
the  Government  should  permit 
mentor  firms  to  receive 
reasonable  profit  or  fee  (otherwise 
allowable)  for  assistance  rendered 
to  proteges,  provided  that  such 
assistance  can  be  properly 
allocated  to  one  or  more  DoD 
contracts  held  by  the  mentor. 
Without  the  incentive  to  make 
profit  or  avoid  loss,  it  is  illogical 
to  suppose  that  potential  mentors 
will  embrace  the  pilot  program  in 
significant  numbers. 

•  Mentor-Protege  Agreements 
and  their  development  plans 
should  be  required  to  contain  both 
the  expected  increases  in 
subcontract  awards  over  time  and 
the  additional  cost  (if  any)  that 
will  be  needed  to  achieve  these 
goals.   Alternative  levels  of 
achievement  (goals)  should  also 
be  "costed  out"  so  that  the  DoD 
will  know  beforehand  exactly 
how  much  of  its  funds  will  be 
needed  to  achieve  specific, 
identified  levels  of  performance. 
Those  plans  that  show  the  highest 
return  on  the  federal  investment 
should  be  favored,  as  well  as 
those  that  demonstrate  significant 
planned  efforts  to  develop  SDBs 
in  so-called  non-traditional  fields 
of  endeavor.   Finally,  the 
Commission  believes  favorable 
consideration  should  also  be 
displayed  for  those  plans  that 
draw  at  least  some  funding  from 
non-Federal  sources.  We  believe 
selection  criteria  should  be 
formulated  along  these  lines  and 
several  separate  reimbursement 
contracts  awarded,  covering 
varying  disciplines  and  different 
areas  of  the  country.  The 
reimbursement  contract  should 
cover  a  mentor's  efTort  under  the 


program,  unless  sufficient 
acquisition  program  funds  are 
available  under  its  existing  cost 
reimbursement  contracts  with 
DoD  to  finsmce  attainment  of 
those  goals  contained  in  the 
developmental  plan. 

(f)       With  respect  to  the  subcontracting 
program  established  under 
Section  8(d)  of  the  Small 
Business  Act,  the  Government 
consider  SDB  subcontracting 
achievement  as  another 
"deliverable"  under  cost 
reimbursement  contracts  covered 
by  the  program.  In  order  to  reach 
an  aggressive  goal  the 
Goveminent  should  pay  the  prime 
for  any  reasonable  difference  in 
documented  price  that  represents 
the  added  expense  (if  any) 
incurred  by  subcontracting  with 
SDBs  as  opposed  to  traditional, 
non-minority  sources.  We  would 
condition  this,  of  course,  on  the 
provision  that  the  displaced 
traditional  supplier  is  not  a  small 
business  totally  dependent  on 
receiving  this  work  from  the 
prime  in  order  to  remain  in 
business.    This  margin  of  price 
difference,  if  it  exists,  would  be 
the  cost  to  the  Government  for 
purchasing  a  higher  level  of  SDB 
performance.  The  failure  to  reach 
their  goal,  on  the  other  hand, 
should  give  rise  to  the 
consideration  of  a  reduction  in 
contract  price  for  failure  to 
produce  the  "deliverable" 
contracted  for  by  the  parties.  The 
Government  should  not  pay  for 
the  benefit  of  a  bargain  it  did  not 
receive. 

In  addition  to  this  procedure  the 
Commission  further  reconimends 
that  negotiated  procurement 
having  an  estimated  value  of  $10 
million  or  more  contain 
evaluation  criteria  that  assign 
specific  weights  to  each  offeroi^s 
level  of  actual  past  achievement 
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(g) 


in  subcontracting  with  small  and 
small  disadvantaged  business.   A 
small  business  ofTeror  should,  by 
virtue  of  its  very  status,  be 
afTorded  the  maximum  evaluation 
points  for  small  business 
performance.  Likewise  a  small 
disadvantaged  flnn  should 
automatically  receive  maximum 
points  under  both  the  small  and 
the  small  disadvantaged  business 
criteria.   Moreover,  the 
Commission  is  also  of  the  opinion 
that  some  weight  in  source 
selection  be  afforded  to  the 
offeror's  proposed  commitment 
for  the  prospective  utilization  of 
small  and  small  disadvantaged 
business  as  contained  in  its 
subcontracting  plan  submitted 
under  Section  8(d)  of  the  Small 
Business  Act. 

We  also  believe  that  the 
Government  should  make  more 
extensive  use  of  mandatory 
teaming  agreements  and  Leader- 
Follower  arrangements  in  its 
efforts  to  promote  minority 
business  development.  In  order  to 
further  this  purpose,  it  is  urged 
that  the  Federal  Acquisition 
Regulation  (FAR)  be  ainended  to 
specifically  reference  and 
promote  the  usage  of  these 
techniques  and  all  of  its  collateral 
benefits. 

The  Administration  increase  the 
size  standards  under  the 
subcontracting  program  if:  ( 1 )  the 
SDB  has  been  a  stable  source  of 
the  prime  for  at  least  the  last  three 
years;  (2)  the  SDB  is  engaged  in  a 
"Non-Traditional  Industry"  for 
minority-owned  firms;  (3)  there 
would  be  no  displacement  of  a 
small  firm  that  would  put  it  out  of 
business;  and  (4)  the  SDB  does 
not  exceed  the  relevant  size 
standard  by  more  than  200 
percent. 


(2)      The  Capital  Ownership 
Development  Program 
(8(a)  Program) 

The  Commission  recommends 
that  most  authorities  recited  in  the  Small 
Business  Act  regarding  the  8(a)  Program 
be  taken  from  the  SBA  and  vested  in 
another,  new  Administration,  created  by 
statute  in  the  Department  of  Commerce, 
that  will  have  the  development  of 
Historically  Underutilized  Businesses  as 
its  sole  mission.  We  further  recommend 
that  appropriate  programs  of  the  Minority 
Business  Development  Agency  (MBDA) 
be  transferred  to  this  new  administration 
and  that  the  remainder  of  unobligated 
funding  also  be  transferred. 

Specifically,  we  reconimend  that 
the  Congress  give  favorable 

consideration   to   legislation   that   would 
accomplish  the  following: 

(a)  Create  within  the  Department  of 
Commerce  an  Administration  for 
the  Development  of  Historically 
Underutilized  Businesses 
("ADHUB")  to  be  headed  by  an 
Under  Secretary  who  is  subject  to 
confirmation  by  the  Senate. 

(b)  Define  the  mission  of  the 
ADHUB  to  provide  business 
development  assistance  to  firms 
owned  by  members  of  identifiable 
groups  that  have  been  historically 
underutilized  in  American 
business  as  a  result  of  benign 
neglect. 

(c)  Except  as  detailed  below  dealing 
with  the  tripartite  natiire  of  the 
8(a)  contract  instrument,  require 
ADHUB  to  be  responsible  for 
conducting  the  8(a),  7(j),  and 
7(aX20)  programs  and  for  the 
compilation,  analysis,  and 
reporting  of  all  program  data  to 
the  Secretary  of  Commerce,  the 
Congress,  and  the  public. 
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(d)  Specify  that  all  employees  of 
ADHUB  dealing  with  or 
responsible  for  business 
development  shall  have  at  least  a 
college  degree  or  equivalent 
experience  rooted  in  business, 
procurement,  or  finance.   In  fact, 
we  further  recommend  the 
formation  of  a  specific  job 
classification  category  by  the 
Office  of  Personnel  Management 
(OPM)  to  ensure  that  qualified 
persons  only  are  selected  for  such 
jobs  with  the  new  agency. 

(e)  Transfer  to  ADHUB  such 
unobligated  funds  of  SBA  and 
MBDA  as  may  impact  the 
programs  of  the  new  agency.  We 
further  recommend,  that  no  SBA 
or  MBDA  employees  be 
transferred  to  ADHUB  unless 
they  meet  the  new  qualification 
standards  set  by  the  agency  and 
OPM. 

(f)  Ensure  that  existing  7(j)  and 
MBDA  contracts  and  cooperative 
agreements  with  third  parties  be 
assigned  immediately  to 
ADHUB. 

(g)  In  addition  to  assisting  8(a) 
certified  firms,  provide  that 
ADHUB  render  assistance  to  all 
Historically  Underutilized 
Businesses;  such  assistance 
should  include,  but  not  be  limited 
to: 

•  procurement; 

•  marketing; 

•  accounting; 

•  raising  capital  (debt  and 

equity); 

ff 

•  skills  training  or  upgrading  for 
employees; 

•  technology  transfer;  and 

•  other  fomis  of  management 
and  technical  assistance. 


(h)      Specify  that  ADHUB  work  with 
state  and  local  governments  and 
other  than  small  firms  in  the 
private  sector  in  order  to  increase 
the  utilization  of  non-Federal 
resources  (including  contracts) 
available  to  historically 
underutilized  business. 

(i)        Require  SBA  to  negotiate  with 
ADHUB,  on  an  annufd  basis, 
goals  for  SBA  business  loans 
made  to  Historically 
Underutilized  Businesses. 
Disputes  between  SBA  and 
ADIiUB  on  such  goals  should  be 
conclusively  decided  by  the 
Director  of  the  Office  of 
Management  and  Budget. 

(j)  Ensure  that  no  Small  Historically 
Underutilized  Business  be  turned 
away  from  SBA  assistance 
merely  because  siinilar  assistance 
is  available  from  ADHUB  or  any 
other  government  entity. 

(k)      Expand,  as  detailed  infra,  the  role 
of  the  Departmental  Directors  of 
Small  and  Disadvantaged 
Business  Utilization. 

(1)       Provide  such  logistical  support  as 
may  be  required  to  establish  an 
adequate  presence  of  ADHUB 
employees  in  field  locations 
throughout  the  United  States. 

With  respect  to  the  operations  of 
the  Section  8(a)  Program  the 
Commission  recommends  that: 

•  The  statute  be  amended  to 
eliminate  the  need  to  award  8(a) 
contracts  as  tripartite  agreements, 
with  either  SBA  or  ADHUB 
acting  as  a  conduit,  or  surrogate 
prime  contractor  to  the  buying 
agency. 

•  8(a)  contracts  be  selected  for 
competition  regardless  of  the 
dollar  size,  but  that  competitions 
be  limited  to  firms  in  the  last  three 
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years  of  the  prograin.  Further, 
requirements  Tor  competition 
should  be  correlated  %vith 
approved  8(a)  contract  support 
levels. 

•     A  management  information 
system  be  established  that: 

1)  identifles  requirements 
sufficiently  "up-stream"  in 
the  procurement  process 
so  that  buying  agencies 
have  not  already 
nominated  8(a)  sources; 

2)  aggregates  such  data  by 
appropriate  SIC  code 
designations  and 
disseminates  that 
information  in  a  timely, 
"on-line"  basis  that  is 
equally  accessible  to  all 
8(a)  Arms  in  approved  SIC 
Code  categories;  and 

3)  further  identifies  the 
requirements  as  potential 
sole  source  awards  or 
contracts  subject  to  the 
competitive  8(a)  Program 
requirements. 

•     The  statute  creating  ADHUB 
specifically  deals  with,  and 
appropriately  funds,  an  office  of 
management  information  systems 
(MIS)  capable  of  performing  and 
managing  data  collection 
activities.  We  further  recommend 
that  a  high  ranking  careei^status 
employee  head  this  office  and  be 
given  that  responsibility  as  the 
sole  responsibility  of  his/her 
position.  The  Congress  should 
further  provide  ADHUB  the 
authority  to  contract  out  these 
services  to  private  sector 
commercial  firms  in  order  to 
collect,  compile,  format,  and 


report  the  data  in  a  way  that  is 
most  useful  to  agency  personnel, 
8(a)  firms,  and  the  Congress. 
Finally,  the  director  of  the  MIS 
office  should  be  held  strictly 
accountable  for  the  achievement 
of  his/her  annual  MIS  plan  and 
rewarded  for  exemplary 
performance,  but  subject  to 
remedial  measures  in  the  case  of 
unsatisfactory  performance  or 
unacceptable  conduct. 

•  Program  participation  terms 
be  approved  on  the  basis  of  foui^ 
digit  SIC  Codes.  We  believe  that 
such  terms  should  vary  from  as 
low  as  seven  years  to  a  maximum 
of  fourteen  years,  depending  upon 
the  industry  in  which  the  firm  is 
engaged. 

•  The  term  "Historically 
Underutilized  Business"  (HUB) 
be  used  in  lieu  of  socially  and 
economically  disadvantaged  small 
business  concern  wherever  it  may 
now  appear  in  law  or  regulation. 

•  If  our  recommendation 
regarding  the  use  of  the  term 
"Historically  Underutilized 
Business"  is  not  adopted, 
measures  of  economic 
disadvantage  be  "industry 
specific"  and  take  into  account  the 
capital,  asset  base,  and  sales 
needed  to  become  competitive  in 
that  particular  business  area. 

•  An  automated  centralized 
vendor  certification  process  be 
established  to  designate 
qualifying  firms  as  HUBs.  We 
further  recommend  that  various 
SBA  offices  that  certify  firms  for 
the  8(a)  Program  be  given  this 
added  responsibility  and  the 
concomitant  resources  to 
accomplish  this  mission. 
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(3)       Uniform  Federal 

Procurement  Statue 

The  Commission  concludes  that 
there  is  a  need  for  a  uniform  federal 
procurement  statute  by  which  all 
agencies  of  the  Government  would  be 
given  a  full  range  of  various  procurement 
methods  and  other  authorities  to  increase 
the  participation  rates  of  HUBs.  The 
Commission,  therefore,  recommends  that 
such  a  statue  be  introduced  and  made 
part  of  either  the  Small  Business  Act  or 
the  OfTice  of  Federal  Procurement  Policy 
Act. 


(4)       Access  to  Capital 

(a)  The  Commission  recommends 
encouraging  long  term  risk 
investing  for  small  and  minority 
businesses  using  a  National 
Investment  Strategy  based  on  the 
Commission's  concepts, 
particularly  those  capital  gains 
proposals  that  would  bring 
maximum  incentives  to  such 
businesses. 

(b)  The  Commission  supports  the 
small  business  recommendation 
of  Securities  and  Exchange 
Commission  Chairman  Richard 
Breeden  and  urges 
implementation  of  all  the  changes 
involving  lower  costs  of 
compliance,  easier  development 
of  venture  capital  funds,  and  a 
securitization  program  for 
commercial  paper  of  small  firms. 

(c)  The  Commission  recommends 
that  the  responsible  agencies  of 
federal,  state,  and  local 
Governments  encourage  the 
development  of  local  financial 
institutions  that  will  service  the 
financial  business  needs  and 
transactional  economics  of  local 
small  and  minority  owrned 
businesses. 


(d)  The  Commission  strongly 
reconunends  implementation  of 
those  sections  of  the 
Comprehensive  £>eposit 
Insurance  Reform  and  Tax  Payer 
Act  of  1991  dealing  with 
increased  reporting  and  evaluation 
of  small  and  minority  business 
access  to  capital  and  credit. 
Further,  the  Commission  supports 
incentives  to  reduce  a  financial 
institution's  total  insurance 
premiums  if  they  are  located  in 
areas  of  highly  concentrated 
minority  businesses. 

(e)  The  Commission  recommends 
and  encourages  the  Office  of 
Scientific  and  Technology  Policy 
to  maintain  an  independent 
priority  policy  status  for  small 
high  technology  enterprises. 


(0      The  Commission  recommends 
that  the  Small  Business 
Innovation  Development  Act  be 
made  permanent  in  order  to 
permit  individual  small  and 
minority  business  researchers  the 
opportunity  of  continuing  to  assist 
this  nation  v/ith  its  technological 
and  competitive  growth. 


(g)     The  Commission  fully  endorses 
the  recommendations  of  the  SBA 
Administrator's  Investment 
Advisory  Council  in  its  report 
dated  February  1992  and  urges 
implementation  of  each  phase  as 
quickly  as  possible. 

(h)     The  Commission  applauds  the 

innovative  approaches  to  the  short 
term  and  long  term  credit 
problems  of  small  and  minority 
businesses  described  in  this  Final 
Report  and  recommends 
immediate  assessment  of  the  pilot 
programs  so  that  other  regions  of 
the  country  may  benefit  from  this 
lending  and  recovery  project  as 
soon  as  possible. 
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(i)      Given  the  challenging  steps  taken 
by  SBA  on  behalf  of  small  and 
minority  business  in  the  access  to 
capital  area  and  given  the  limited 
resources  currently  available  to 
the  agency,  the  Commission 
recommends  that  SBA  redeploy 
and  increase  its  resources  to 
concentrate  its  efforts  in  its 
investment  and  lending  programs. 

(j)      The  Commission  urges  that  there 
be  an  organizational  function 
created  at  the  White  House  level 
to  assure  that  small  and  minority 
business  capital  and  credit  issues 
continue  to  remain  a  national 
priority  throughdut  Government. 


(5)        The  Responses  to  the  City  of 
Richmond  v.  J.  A.  Croson 

The  Commission  recommends 
that  Congress  should  use  its  powers  to 
create  a  "National  Program"  where  states 
and  local  governments  are  delegated 
some  authority  from  the  Congress  in 
order  to  give  them  the  requisite  flexibility 
to  address  their  local  needs.  For 
example.  Congress  could  make  it  a 
condition  for  the  receipt  of  any  form  of 
federal  financial  assistance  that  the  state 
or  local  government  recipient  establish 
programs  to  assist  the  participation  of 
HUBs        in        the        performance        of 


all  work  financed  in  total  or  in  part  with 
Federal  funds.  The  particular  program 
for  each  locality  could  be  fashioned  from 
a  list  of  options  ranging  from 
management  assistance  to  set-asides, 
depending  on  local  needs  and  HUB 
contract  participation  rates.  In  this 
manner,  constitutional  rights  of  the 
Federal  Government  can  be  used  in  a 
manner  best  calculated  to  resolve  the 
local  problems  of  underutilized 
businesses. 


(6)       Need  for  a  Continuing 
Independent  Assessment  Body 

The  Commission  recommends 
that  the  Congress  enact  a  law  to  re- 
authorize the  U.S.  Commission  on 
Minority  Business  Development  as  a 
permanent  entity,  incorporating  the 
mission  and  authorities  of  the 
Interagency  Council  on  Minority 
Business  Enterprise  and  the  Minority 
Enterprise  Development  Advisory 
Council  as  well  as  the  responsibilities 
and  duties  found  in  Section  505  of  the 
1988       Reform      Act.  Until      this 

Commission  is  re-authorized  by  statute, 
we  request  that  the  President  create,  by 
Executive  Order,  a  temporary 
Commission  to  continue  our  work  in  at 
least  four  areas:  entrepreneurial  training 
and  business  related  education; 
international  trade;  bonding;  and 
program  integrity. 
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B.       Conclusion 

Minority  business  development 
cfTorts  are  not  social  programs;  they  are 
investments  in  America's  economic 
system  and  in  its  future.  Even  if  we 
place  considerations  of  equity  and 
historic  discrimination  aside,  it  makes 
absolutely  no  economic  sense  to 
squander  more  than  20  percent  of  the 
nation's  most  precious  resource  ~  human 
talent  ~  and  foster,  in  efTect,  practices 
that  primarily  force  minorities  to  be 
consumers  rather  than  producers  of 
wealth. 

The  continued  failure  of  the 
nation  to  address  directly  the  problem  of 
underutilization  of  the  talents  find 
creativity  of  the  minority  community  will 
escalate  in  magnitude  and  become  an 
increasing  drain  on  the  nation's  wealth. 
Demands  for  governmental  subsistence 
programs  can  only  increase  to  support 
minimum  life  sustaining  benefits  for  a 
permanent  underclass  that  grows  larger 
wdth      each      passing      year.  Such 

divisiveness  presents  a  prospective 
danger  to  both  social  and  economic 
stability.  The  Commission  urges  that  the 
nation  invest  in  human  capital  now  so 
that  it  may  reap  the  benefits  of  economic 
progress  in  the  futiire. 

The  Commission  believes  that  it 
is  the  primary  responsibility  of  the 
Administration  and  of  the  Congress  to 
stop  presenting  minority  business 
programs  as  special  interest  programs 
and  to  counter  often  heard  allegations 
that  such  programs  are  mere  subsidies. 
The  compelling  national  interest 
presented  by  this  issue  is  economic 
development  and  how  increasing  the 
access  of  minority  group  members  to  the 
factors     of     production     will     generate 


business  activity  and  contribute  to  that 
development.  Public  persuasion  is 
needed  to  change  perception,  and  we 
place  that  responsibility  squarely  before 
our  elected  officials. 

Many  of  the  recommendations 
presented  in  this  Final  Report  are  bold, 
but  it  is  our  opinion  that  they  are 
necessary  steps  to  move  Historically 
Underutilized  Businesses  from  the 
marginal  economy  to  the  mainstream 
economy.  The  Commission  calls  upon 
the  Administration  and  the  Congress  to 
pursue  these  recommendations  and 
implement  them  through  law  and 
regulation.  We  also  call  on  the  entire 
business  community  to  promote  our 
objectives,  if  not  our  speciflc 
recommendations,  so  that  we  may 
benefit  the  whole  of  our  economy 
through  increased  productive  activity  and 
decreased  subsistence  activity  over  time. 

Finally,  the  Commission  strongly 
urges  that  the  Congress  create  an 
independent  assessment  body  that  can 
both  monitor  and  assist  this  movement  to 
equal  economic  rights  and  the  fuller 
utilization  of  our  human  resources.  We 
have  suggested  the  establishment  of  a 
permanent  Commission  on  Minority 
Business  Development.  We  realize  there 
may  be  other  alternatives  that  can  prove 
of     equal     merit.  But,     our     major 

apprehension  is  that  our  effort  will  fade 
into  the  past  merely  to  take  its  place  next 
to  other  reports  and  studies  of  previous 
times  that  have  a  similar  theme  to  the  one 
we  now  present.  If  this  Commission  is  to 
be  remembered  for  one  objective,  one 
recommendation,  let  it  be  that  our  work 
should  persist  without  interruption  as  a 
permanent  part  of  the  nation's  continued 
search  for  full  economic  growth. 
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Appendix  6. — Small  Business  Administration  Inspector  General 
Material:  March  4,  1992,  Letter  to  Government  Operations 
Committee  Chairman  Conyers,  Together  With  Attachment 
Relating  to  the  Minority  Small  Business  and  Capital  Owner- 
ship Program  and  the  Surety  Bond  Guarantee  Program; 
AND  March  31,  1993,  Summary  of  IG  Audit  of  8(a)  Program 
Work  Performance  Requirements 

"    '     ''  U.S.  Small  Business  Administration 

'f^^h^i  I  Washington.  D.C.  20416 

March  4,    1992 

OFFICE  OF 
WSFCCTOn  OBIDIAL 

Honorable  John  Conyers,  Jr. 

Chairman 

Committee  on  Government  Operations 

U.S.  House  of  Representatives 

2157  Rayburn  House  Office  Building 

Washington,  D.C.   20515 

Attn:   Mr.  Donald  Goldberg 

Dear  Mr.  Chairman: 

Pursuant  to  ycur  letter  of  December  23,  1991,  I  am  enclosing 
a  description  of  the  most  important  management  problems  in  the 
Small  Business  Administration  (SBA) .   The  management  problems 
described  in  the  attached  papers  are  all  derived  from  audits, 
special  studies,  inspections,  or  other  internal  reports  on  SBA 
programs. 

Some  of  the  problems  reflect  findings  and  recommendations  of 
work  completed  by  my  staff  in  the  Office  of  Inspector  General 
(OIG) ,  while  others  come  from  internal  SBA  reports  or  other 
external  sources  like  the  reporting  of  the  General  Accounting 
Office.   My  guidance  for  the  conduct  of  this  review  was  that  it 
had  to  be  empirically-based,  i.e.,  hard  evidence  and  full 
documentation  had  to  oe  available  to  support  any  problem 
identified  for  reporting  to  the  Committee  on  Government 
Operations. 

Administrator  Saiki  has  made  management  improvement  within 
the  SBA  one  of  her  top  priorities,  and  our  review  of  the  status 
of  the  Agency's  efforts  to  respond  to  the  management  problems 
identified  demonstrates  the  effect  of  her  leadership  and  clearly 
substantiates  that  real  progress  is  being  made.   The  OIG  review 
also  indicates  that  SBA's  managers  are  cognizant  of  all  the 
problems  identified  and  they  are  making  reasonable  progress  in 
resolving  them.   In  most  cases,  program  officials  are  pursuing 
appropriate  corrective  actions  based  on  recommendations  taken 
from  the  audits  or  reports  which  originally  identified  the 
problem. 

.'■.3  y;.-  rc-.lc.  t!v:.sc  and  other  nanagenent  proble.-.s  identified 
across  the  Federal  Government,  I  encourage  you  to  consider  the 
inpact  that  an  expanded  inspection  and  evaluation  caoabilitv 
..itiiin  tne  inspector' general  community  could  have  on  addressing 
nany  of  the  problems  identified.   I  am  in  the  process  of 
establishing  an  Inspection  and  Evaluation  Division  in  the  OIG 
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for  the  very  purpose  of  providing  independent,  objective,  factual 
information  on  SBA  program  performance  for  use  by  both  the 
Administration  and  the  Congress.   While  the  new  inspection  and 
evaluation  capability  will  complement  our  current  OIG  audit  and 
investigative  activities,  it  will  be  more  focused  on  promoting 
better  management  of  SBA  programs  through  independent  analyses  of 
program  effectiveness.   Many  of  my  colleagues  within  the 
inspector  general  community  have  already  established  similar 
capabilities  within  their  respective  departments  and  agencies  and 
have  found  them  to  be  most  successful  in  improving  the  management 
of  program  delivery.   I  know  resources  are  scarce,  but  an  added 
investment  by  the  Congress  in  inspection  and  evaluation 
capabilities  across  the  executive  branch  would,  in  my  judgment, 
reap  a  high  return  on  investment  for  the  American  taxpayer  in  a 
very  short  period  of  time. 

Should  you  or  any  member  of  your  staff  require  additional 
information  on  the  management  problems  identified  in  the 
enclosure  to  this  letter,  please  do  not  hesitate  to  contact  me 
(202)  205-6580.   With  best  wishes, 

Sincerely, 


^^ames  F.  Hoobler 
Inspector  General 
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Minority  Small  Business  and  Capital  Ownership  Program 

Description  of  Problem 

The  Minority  Small  Business  and  Capital  Ownership  Development 
(MSB&COD)  Program,  commonly  referred  to  as  the  8(a)  program,  has 
four  weaknesses:  (1)  difficulty  in  processing  8(a)  applications 
within  required  time  frames,  (2)  non-compliance  with  a  statutory 
requirement  to  provide  surplus  Federal  property  to  8(a)  firms, 
(3)  lack  of  control  over  advance  payments  to  8(a)  firms,  and  (4) 
absence  of  a  field-linked  automated  information  system. 

Background 

The  Small  Business  Administration's  (SBA)  MSB&COD  program 
promotes  the  development  of  small  businesses  that  are  owned  and 
controlled  by  socially  and  economically  disadvantaged 
individuals.   Under  this  program,  SBA,  acting  as  a  prime 
contractor,  enters  into  contracts  with  other  Federal  departments 
and  agencies  and  subcontracts  the  performance  of  the  work  to 
firms  in  the  8(a)  program.   Firms  in  the  8(a)  program  are  also 
eligible  for  financial,  technical,  and  managerial  assistance  from 
SBA  to  aid  in  their  development. 

Congress  enacted  the  Business  Opportunity  Development  Reform  Act 
of  1988  because  of  concern  that  the  8(a)  program  was  not 
improving  the  competitive  opportunities  of  firms  owned  and 
controlled  by  socially  and  economically  disadvantaged 
individuals.   Congress  noted  that  access  to  the  8(a)  program  was 
a  lengthy  and  burdensome  process,  administration  of  the  program 
was  inefficient  and  inequitable,  and  few  firms  were  prepared  txJ 
compete  successfully  in  the  market  place  upon  leaving  the 
program.   To  remedy  these  problems,  the  Act  made  a  number  of 
significant  changes  to  the  8(a)  program,  i.e.,  creating  a  new  SBA 
program  division  responsible  for  the  processing  of  new  8(a) 
applications,  mandating  that  8(a)  program  applications  be 
processed  within  90  days,  establishing  a  nine  year  program 
participation  period,  requiring  competition  for  contracts 
exceeding  established  thresholds,  and  introducing  a  new  direct 
loan  program. 

FMFIA  Report 

SBA  has  reported  the  following  deficiencies  through  the  Federal 
Manager's  Financial  Integrity  Act  (FMFIA)  evaluation  process: 

•     Public  Law  100-656,  as  amended  by  PL  101-37,  requires 
SBA  to  process  an  application  for  8(a)  program 
participation  within  90  days  of  the  Agency's  receipt  of 
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a  complete  application  package.   Current  8(a)  program 
regulations  require  the  Agency  to  process  a  request  for 
reconsideration  of  an  initial  decline  within  45  days  of 
receipt.   In  September  1991,  the  new  Associate 
Administrator  for  MSB&COD,  determined  to  meet  the 
required  time  frames,  decided  that  it  would  be 
necessary  to  streamline  the  review  process  at  the 
regional  office  level.   She  also  concluded  that  the 
Division  of  Program  Certification  and  Eligibility, 
within  Central  Office,  needed  to  be  restructured  to 
correct  the  existing  work  flow  problem, . 

Public  Law  100-656  established  a  surplus  property 
program  within  the  8(a)  program.   Establishment  and 
administration  of  this  program  requires  coordination 
between  the  SBA  and  GSA  —  the  property  manager  for  the 
Federal  Government.   Until  the  program  is  fully 
implemented  the  Agency  will  not  be  in  compliance  with 
the  mandate  of  the  statute,  and  8(a)  firms  will  not 
able  to  benefit  from  this  element  of  business 
development  assistance. 

Repayment  of  advance  payments  is  often  insufficient  to 
fully  liquidate  advances  made  by  SBA.   As  a  result,  the 
Agency  has  historically  written  off  outstanding  funds 
as  uncollectible.   SBA  field  offices  need  clear 
guidance  regarding  the  approval  and  administration  of 
advance  payments,  including  specific  direction  on 
evaluating  the  potential  for  contractor  cost  overruns 
or  decreases  in  contract  payments  and  assessing  the 
effect  of  these  circumstances  on  the  contractor's  cash 
flow  and  subsequent  ability  to  repay  advance  payments. 

At  present,  MSB&COD  has  no  Central  Office  and  field- 
linked  automation  system  to  track  applications  for  8(a) 
program  participation,  business  development  activity 
within  the  8(a)  portfolio,  8(a)  contracting  activity, 
and  7(j)  management  and  technical  assistance  and 
outreach  activities.   Concern  for  management 
efficiencies,  as  well  as  the  mandates  of  PL  100-656, 
require  the  preparation  of  numerous  reports,  many  of 
which  require  statistical  information  currently 
unavailable.   Because  the  requisite  information  is  not 
readily  available  through  an  automated  system,  MSB&COD 
personnel  must  rely  upon  hand-kept  records.   Also,  the 
lack  of  automation  obviously  makes  it  more  difficult  to 
provide  the  required  information  on  a  more  timely 
basis.   The  lack  of  automation  has  also  resulted  in 
widely  varying  methods  of  program  delivery,  program 
tracking  and  program  reporting.   One  fully  automated 
system  would  provide  a  timely  reporting  capability 
which  is  key  to  the  effective  management  of  the  MSB&COD 
program;  it  would  also  support  the  prompt  provision  of 
legislatively-mandated  reports. 
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OIG  Audits 

While  the  OIG  has  conducted  a  limited  number  of  audits  of  8(a) 
firm's  compliance  with  program  requirements,  these  audits  have 
provided  some  information  on  problems  the  SBA  has  experienced  in 
administering  this  program.   These  audits,  however,  have  not 
focused  on  the  specific  material  weaknesses  described  above.   The 
OIG  is  currently  conducting  an  audit  of  selected  aspects  of  SBA's 
8(a)  program  administration;  it  is  scheduled  for  completion  by 
September  30,  1992. 

How  the  Problem  Affects  SBA's  Mission 

The  SBA  has  not  fully  implemented  recent  Congressional ly-mandated 
reforms  intended  to  benefit  the  minority  small  business  program; 
therefore,  minority  small  businesses  have  yet  to  realize  the  full 
benefit  of  these  reforms.   In  short,  the  program  is  not  operating 
as  efficiently  as  it  will  once  all  these  reforms  are  implemented. 

Potential  Dollar  Loss 

Information  on  the  total  amount  of  program  income  at  risk  is  not 
available.   The  SBA  has,  however,  established  a  FY  1992  reserve 
for  losses  on  advance  payments  of  approximately  $6.9  million. 

SBA  Corrective  Action 

The  SBA  has  reported  progress  on  its  material  weakness  action 
plan.   Completed  actions  include: 

Conducting  a  one-time  "cleanup"  of  the  backlog  of 
applications. 

Implementing  a  one-year  trial  basis  of  a  program  for 
distributing  surplus  property  through  the  existing 
state  surplus  property  distribution  system. 

Meeting  with  GSA  and  drafting  a  memorandum  of 
understanding  to  establish  the  surplus  property 
relationship  between  the  two  agencies  and  to  identify 
appropriate  procedures  for  the  administration  of 
advance  payments. 

Developing  a  prototype  automated  information  system. 
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Surety  Bood  Guarantee  Frograa 

Description  of  Problem 

The  surety  bond  guarantee  (SBG)  program  has  five  weaknesses: 
(1)  an  outdated  management  information  system,  (2)  inadequate 
internal  and  external  oversight  over  surety  operations,  (3) 
outdated  operating  procedures  and  regulations,  (4)  collateral  use 
of  SBG  field  personnel  in  other  program  areas  to  the  detriment  of 
the  SBG  program,  and  (5)  insufficient  training  for  both  regional 
and  headquarters  employees.   Finally,  a  recent  Office  of 
Inspector  General  (OIG)  audit  report  questioned  over  $500,000  in 
costs  claimed  by  a  surety,  substantiating  the  need  for  improved 
oversight. 

Baekgroimd 

The  Small  Business  Investment  Act  of  1958,  as  amended,  empowers 
the  SBA  to  guarantee  up  to  90  percent  of  a  surety's  losses 
incurred  and  paid  as  a  result  of  a  contractor's  breach  of  the 
terns  of  a  guaranteed  bid  bond,  payment  bond,  performance  bond, 
or  bonds  which  are  ancillary  or  coterminous  with  such  bonds,  on  a 
contract  not  exceeding  $1  million  in  face  value.   The  objective 
of  the  statutory  authority  is  to  enable  small  contractors  to 
obtain  contracts  requiring  such  bonds,  i.e.,  contracts  which  they 
could  not  obtain  without  an  Agency  guarantee  to  the  surety.  A 
longer-term  objective  is  to  assist  contractors  to  become  more 
bondable  in  their  own  right  but  not  at  the  expense  of  those 
contractors  who  still  need  the  SBA  guarantee  to  stay  in  business. 

7M7ZA  Report 

SBA  reported  the  following  problems  through  the  Federal  Managers' 
Financial  Integrity  Act  (FMFIA)  evaluation  process: 

•  The  current  SBG  information  system  is  outdated  and  does 
not  meet  the  needs  of  management  or  technical  staff; 
prior  modifications  have  caused  significant 
accountability  problems. 

•  Lack  of  definitive  control  procedures  and  operating 
methods  adversely  affect  delivery  of  services  within 
prescribed  statutory  and  regulatory  limitation.   Also, 
on-site  reviews  must  be  broadened  to  include  all 
regions,  sureties,  and  agents  in  an  effort  to  reduce 
the  potential  for  waste,  fraud  and  abuse. 

•  Policy  and  operational  changes  in  program  areas  have 
not  been  incorporated  into  the  Agency's  Standard 
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Operating  Procedures  (SOP)  since  1982.   The  pilot 
Preferred  Surety  Program,  expected  to  continue  until 
1994,  is  not  identified  in  the  Agency's  current  SOP. 
Also,  a  section  of  the  program  regulations  is  not 
consistent  with  its  application.   These  points  need 
clarification  for  purposes  of  ensuring  effective 
program  management  and  delivery. 

•  Workload  assessments  revealed  that  regional  Surety  Bond 
Officers  are  involved  in  work  assignments  unrelated  to 
the  Surety  Bond  Program.   These  other  collateral  duties 
often  take  priority  and  utilize  anywhere  from  30  to  75 
percent  of  the  Office  of  Surety  Guarantee's  time.   Risk 
of  error  in  underwriting  review  and  program  execution 
can  therefore  be  expected  to  increase  should  this 
collateral  use  of  surety  personnel  continue. 

•  Training  for  staff  has  been  inconsistent.   This 
situation  has  resulted  in  the  development  of  varying 
degrees  of  underwriting  skill  levels  throughout  the 
country  and  has  affected  the  uniform  delivery  of  the 
SBG  program  and  the  processing  of  claims. 

oia  Audit 

The  DIG  conducts  a  minimal  number  of  audits  of  surety  company 
claims;  however,  a  recent  audit  of  claims  resulted  in  over 
$500,000  in  questioned  costs.   The  audit  of  the  surety  company 
disclosed  that  the  company  had  issued  ten  SBA-guaranteed  bonds, 
valued  at  $5.4  million,  to  a  contractor  during  the  period 
December  1988  through  February  1990.   The  contractor  subsequently 
defaulted  on  the  ten  bonded  contracts,  and,  as  of  March  31,  1991, 
the  surety  had  determined  that  the  loss  on  the  bonded  projects 
totaled  approximately  $2.4  million  —  of  which  SBA's  share  was 
approximately  $1,925,000.   The  GIG  audit  identified  $608,927  of 
the  estimated  loss  as  questionable  costs  and,  as  a  result, 
$535,527  should  not  be  reimbursed  by  SBA. 

The  OIG  audit  concluded  that  the  surety  had  management  control 
weaknesses  that  resulted  in  reimbursement  requests  for  defaulted 
projects  which  were  overstated,  not  allocable,  or  unsupported. 
Specifically,  we  found  that:   (1)  claims  for  reimbursement  were 
overstated  by  $115,003,  (2)  costs  totaling  $186,317  were  not 
allocable  because  they  were  not  related  to  the  bonded  projects, 
(3)  costs  totaling  $140,556  were  questioned  because  they  appeared 
not  to  be  reasonable  or  necessary  and/or  lacked  adequate 
documentation,  and  (4)  costs  totaling  $167,051  were  questioned 
because  the  surety  failed  to  notify  SBA  of  prior  claims  against 
the  contractor  when  applying  for  additional  guaranties. 

In  FY  1992,  the  OIG  plans  on  conducting  six  surety  audits.   While 
the  Inspector  General  believes  the  audit  coverage  should  be 


367 


expanded  to  include  more  sureties  as  well  as  SBG  operations,  the 
OIG  currently  lacks  the  resources  to  do  so. 

Hov  the  Froblaa  Affects  SBA's  Mission 

The  lack  of  proper  procedures  and  oversight  results  in  the 
potential  for  increased  losses  for  the  SBA  program.   Losses  in 
excess  of  user  fees  must,  of  course,  be  borne  by  the  Government. 

Potantial  Dollar  Loss 

In  FY  1990  and  FY  1991,  after  deducting  the  SBG  claim  recoveries, 
SBA  paid  approximately  $20.3  million  and  $19  million, 
respectively,  in  SBG  claims  for  those  contractors  which  defaulted 
on  their  guaranteed  surety  bonds.   In  FY  1992,  SBA  has 
established  a  $28  million  reserve  for  expected  losses  on  SBG 
claims. 


BBA  Corraotiv*  Aotion 

SBA  has  reported  progress  on  its  material  weakness  action  plan. 
Completed  actions  include:   implementing  the  claims  tracking 
system,  conducting  on-site  reviews  at  two  sureties,  preparing  a 
preliminary  draft  SOP,  reorganizing  headquarters'  operations, 
completing  a  study  of  the  regional  workload  and  staffing,  and 
completing  the  training  of  headquarters  personnel. 

The  Agency  is  currently  evaluating  the  $608,927  in  questioned 
costs  raised  in  the  OIG  audit. 
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From:     Peter  L.  McClintock,  Assistant  Inspector  General 
for  Auditing 

Subject:   Administration  of  the  8(a)  Program 
Work  Performance  Requirements 

We  completed  an  audit  of  the  administration  of  the  8(a) 
Program  work  performance  requirements.   The  audit  generally 
covered  the  period  October  1991  through  June  1992. 

The  Summary  section  of  the  report,  beginning  on  page  ii, 
provides  a  synopsis  of  the  audit  results. 

The  finding  included  in  this  report  represents  the 
conclusions  of  the  Auditing  Division  based  on  the  auditor's 
testing  of  your  Office's  operations.   The  finding  and 
recommendations  are  subject  to  review  and  implementation  of 
corrective  action  by  your  Office  in  accordance  with  existing 
agency  procedures  for  audit  follow-up  and  resolution. 

Please  provide  us  your  management  decision  for  each 
recommendation  within  30  days.   Your  management  decision  should 
be  recorded  on  the  attached  SBA  Form  1824,  "Recommendation  Action 
Sheet,"  and  should  indicate  either  your  proposed  corrective 
actions  and  target  dates  for  completion  or  an  explanation  of  your 
disagreement  with  our  recommendations. 

Thank  you  for  the  courtesies  extended  to  my  staff  during  the 
audit.   Should  your  staff  have  any  questions,  please  have  them 
contact  J.  L.  Thompson,  Regional  Inspector  General  for  Auditing, 
on  (404)  347-3821. 
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We  have  completed  an  audit  of  SBA's  Minority  Small  Business 
and  Capital  Ownership  Development  (8 [a])  Program.   The  objective 
of  our  audit  was  to  determine  the  adequacy  of  SBA's  policies  and 
procedures  for  administering  the  8(a)  program  work  performance 
requirements.   This  objective  was  established  because  compliance 
audits  performed  by  our  Office  at  8(a)  concerns  have  disclosed 
cases  in  which  only  a  small  portion  of  the  effort  on  8(a)  sole 
source  awards  was  performed  by  the  8(a)  concerns. 

We  have  concluded  that  SBA's  policies  and  procedures  for 
administering  8(a)  Program  work  requirements  are  in  need  of 
substantial  modification  because  SBA  does  not: 

(1)  Require  8(a)  firms  to  adhere  to  the  requirements  of  the 
Walsh-Healey  Public  Contracts  Act  if  the  contracts 
involved  have  been  classified  as  service  contracts; 

(2)  Monitor  contract  performance  for  compliance  with 
regulations  limiting  the  amount  of  work  that  can  be 
subcontracted;  or 

(3)  Have  regulations  which  provide  sufficient  detail  for 
the  8(a)  firms  and  the  funding  agencies  to  accurately 
and  consistently  compute  the  maximum  amount  of 
subcontracting  permitted. 

We  believe  these  conditions  exist  primarily  because  SBA  has 
concentrated  on  the  award  of  contracts  to  8(a)  concerns  without 
adequately  considering  the  purpose  of  the  program  or  the  cost 
impact  to  the  Federal  Government.   As  a  result,  we  believe: 

(1)  A  significant  portion  of  the  dollars  reported  by  SBA 
and  other  Federal  Agencies  as  8(a)  expenditures  have 
been  used  for  the  support  of  nondisadvantaged  concerns 
through  subcontracts  and  equipment  purchases  for  the 
procuring  Federal  Agencies;  and 

(2)  The  Federal  Government  has  incurred  substantial 
additional  costs  in  connection  with  excessive 
subcontracting  and  improper  equipment  purchases  under 
sole  source  contracts  intended  to  assist  and  develop 
disadvantaged  concerns.  > 

We'  also  believe  that  there  is  a  serious  question  as  to  whether 
the  8(a)  contracts  on  which  most  of  the  work  was  done  by  others 
provided  useful  developmental  experience  for  the  disadvantaged 
concerns  to  survive  without  the  benefit  of  sole  source  'contract 
awards  from  the  Federal  Government. 
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We  are  reconunending  that  SBA  revise  and  clarify  its 
regulations  to  comply  with  the  Walsh-Healey  Public  Contracts  Act 
and  limit  the  percentage  of  8(a)  contract  dollars  that  may  be 
used  for  subcontracts  and  equipment  purchases  from 
nondisadvantaged  concerns.   He  are  also  recommending  that  SBA 
establish  a  monitoring  effort  and  meaningful  sanctions,  including 
fee  recoveries,  to  better  assure  compliance  with  the  revised 
regulations  and  authorized  program  purposes. 

We  discussed  our  draft  findings  with  senior  Minority  Small 
Business  and  Capital  Ownership  Development  (MSB&COD)  staff  at 
SBA's  Central  Office  on  December  1,  1992.   In  a  written  response, 
dated  March  17,  1993,  the  Associate  Administrator/MSBiCOD 
generally  disagreed  with  our  finding  and  the  recommendations. 
Those  comments  have  been  addressed  in  the  finding  and  are 
included  in  their  entirety  as  Appendix  3. 

The  finding  included  in  this  report  is  the  conclusion  of  the 
Auditing  Division  based  on  the  auditor's  testing  of  your  Office's 
operations.  The  finding  and  the  recommendations  are  subject  to 
review,  management  decision,  and  corrective  action  by  your  Office 
in  accordance  with  existing  Agency  procedures  for  audit  follow-up 
and  resolution. 
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